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In the History of Marketing Statistics 


Distribution of Consumer Spending 
Units and Net Income . . . by Four 
Income Groups . . . in the 229 Standard and Potential 


Metropolitan Areas and their Counties. 


.. . inthe NOVEMBER 10 issue of 


SALES MANAGEMENT 


386 Fourth Avenue 
New York 16, N. Y. 
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The Barnard Statistical 
Library 


The largest, oldest, and most complete current file of media and 
market statistics in the entire United States. Over half a million I. B. M. 
cards, containing the following information, are available to you for any 
type of analysis. 


a. MAGAZINES 


Up-to-date circulation by counties of the leading 65 consumer magazines. 


b. NEWSPAPERS 
County circulation of each A. B. C. newspaper (A.M., P.M., and Sunday 
latest A. B. C. audit)—County circulation; % of circulation in each 
county; % of Household Coverage. 


c. NEWSPAPER SUPPLEMENTS 


County figures are available as reported by the SUPPLEMENT or else the 
sum of various newspapers’ A. B. C. audits comprising the SUPPLEMENTS 
current list. 


d. SALES MANAGEMENT SURVEY OF BUYING POWER 


(In cooperation with Dr. J. M. Gould, Market Statistics, Inc.) 
I. B. M. cards for counties and cities covering all data published in the 
survey. 


e. CENSUS OF MANUFACTURES 
County figures showing total number of employees; total salaries and wages; 
dollar value added by manufacture; number of establishments; number of 
establishments broken down by companies with 1-19, 20-99 and 100 and 
over employees for 20 industry groups. 


f. CENSUS OF BUSINESS 
Dollar Sales for each U. S. County—Total retail sales; food stores; general 
merchandise; furniture and appliances; automotive; gasoline service sta- 
tions; lumber building hardware; drug and proprietory stores. 


g. CENSUS OF POPULATION 
Population; % of U. S. population; households; % of U. S. households; 
families; income distributions, etc. | 


Why not let us show you some examples of the problems we have solved in 
ten years of library service? 
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Marketing men know that markets are people and that marketing 
is the process of getting products and people together. 


In this work the use of business machines has long since passed 
the point where people feared that these machines were growing more 
important than men. Now more and more appreciation is given to the 
function of men utilizing machines in the service of marketing. A ma- 
chine on a desert island is a potential rust-heap until a man comes along 
to attend it. 


The moral of this is that all too many people think of tabulating 
service as a cut-and-dried mechanical operation. 


Our tabulating machines come to life in serving your market 
statistical needs through the imagination, skill and years of experience 
in the men who help you solve your problems. 


Call on us when you need this combination 
for any tabulating requirement 


Barnard, Inc. 


432 Fourth Avenue New York 16, N. Y. 
MUrray Hill 9-6250 
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Outstanding New Advertising & Marketing Texts 


Advertising 
PRINCIPLES AND PROBLEMS 
by James D. Scott, University of Michigan 


The combination of text and case material . . . the introduction of back- 
ground on how to analyze a case . . . and the presentation of illustrative analy- 
ses of important types of problems make ADVERTISING PRINCIPLES AND 
PROBLEMS one of the outstanding books in advertising for 1953. The 59 
cases and 30 short problems deal with a wide variety of products sold by small, 
medium and large firms. All but three of the cases and problems are the actual 
experiences of business executives since World War II. 


803 pages 6” x Published 1953 
CASE PROBLEMS IN CREATIVE SALESMANSHIP 


by Kenneth B. Haas, Prof. and Chairman, Dept. of Marketing, Loyola U. 


Emphasizes WHAT to do, HOW to do it, WHEN to do it, WHERE to do it, 
WHOM to sell and WHY certain methods are best. 

All 180 case problems are from actual sales situations. All are successfully 
classroom tested. 

Necessary declaratory material is presented to make the cases more meaning- 
ful to the student. 


320 pages x 8384” — Published 1953 
ELEMENTS OF MARKETING, 5th Edition 


by Paul D. Converse, Harvey W. Huegy and Robert V. Mitchell, University of Illinois 
This new edition of a classic marketing text is completely up-to-date . . . is 
even more down-to-earth and more useful. Seven entirely new chapters are pro- 


vided . . . 17 chapters are rewritten from start to finish . . . the rest are care- 
fully revised. 


968 pages ° 6” x 9” . Published 1952 


MARKETING RESEARCH 
by David Luck, Michigan State College, and Hugh Wales, University of Illinois 


This new text features recent developments and techniques of modern market- 
ing research, and shows the student how to apply these techniques to Product 
Development, Market Potential, and Advertising. All illustrative cases and 
examples are recent, and give the student the “why” as well as the “how” of 
marketing research. 


480 pages ° 6” x g” | ° Published 1952 
Send for Your Copies Today 


PRENTICE-HALL, Inc. 


70 FIFTH AVENUE, NEW YORK 11.N8.Y. 
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G-0O-0-D T-A-B-U-L-A-T-I-N-G 
SPELLS 


G-0O-O-D_ R-E-S-E-A-R-C-H 


| For the Best in Know-How, Techniques, and 
the Ability to Get Things Done Quickly, Call... . 


| John Felix Associates, Inc. 


Dicsy 9-0131 
154 Nassau Street New York 38, N. Y. 


SURVEY TABULATING SPECIALISTS 


IN 
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your decision today 
can bring you 
a real charge 
distilled by the top people in the top jobs 
in marketing .. . 
add their experience 
to yours 
in four easeful sessions 
the greatest opportunity 
for brain picking 
on the most cordial basis . . . 
amid friendly 
surroundings 
personalities 


and surely ... 


if you decide 
and plan now 
you will have the 


time, disposition, wherewithal 
all set for 


ATLANTIC CITY 
AMBASSADOR HOTEL 


June 14, 15, 16, 17, 1954 


AMA Conference 
Casilda W. A. Wyman 
General Chairman 
Farm Journal 
Philadelphia 6 
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... from start to finish R&S can help you to do a faster, 
more accurate and economical job of tabulation. Market 
surveys, research projects—special, or continuing, R&S 
electronic punched-card equipment is the latest, person- 
nel is seasoned, our experience long and varied (we work 
with many of the leading research organizations, both 
company and independent). 

Pre-coding of questionnaires for example, can and 
does save money and time, and the resulting analyses 
‘ are clearer and infinitely more flexible in preparing many 
valuable associated tabulations. 


Consultation carries no. obligation—a call will 
bring a representative who knows how to work 
with researchers! 
‘ We'd also like to send you our booklet, ‘Bring 
your figures up to date”, a card to Dept. J will 
bring you a copy. 


RECORDING & STATISTICAL CORPORATION 
100 Sixth Avenue « New York 13, N.Y. 


WOrth 6-2700 
Chicago: Boston: Detroit: 
223 West Jackson Boulevard 55 Old Colony Parkway 1025 Brush Street 
Chicago 6, Illinois Boston 25, Massachusetts Detroit 26, Michigan 
HArrison 7-7357 AVenuve 2-3925 WOodward 3-3940 
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Irwin MARKETING Texts 


MARKETING Principles and Methods, Revised Edition 


By Charles F. Phillips, Bates College, and Delbert J. Duncan, University of 
Colorado 


RETAILING Principles and Methods, Third Edition 


By Delbert J. Duncan, University of Colorado, and Charles F. Phillips, Bates 
College 


RETAIL MANAGEMENT PROBLEMS 
By C. H. McGregor, University of North Carolina 


SALESMANSHIP Principles and Methods 


By Carlton A. Pederson, Stanford University, and Milburn D. Wright, San 
Jose State College 


SALES MANAGEMENT Policies and Procedures 
By D. M. Phelps, University of Michigan 


MARKETING BY MANUFACTURERS, Revised Edition 
Edited by Charles F. Phillips, Bates College 


MARKETING CHANNELS 
Edited by Richard M. Clewett, Northwestern University 


THEORY IN MARKETING 


Edited by Reavis Cox, University of Pennsylvania, and Wroe Alderson, Alder- 
son and Sessions, Inc. 


PROCUREMENT Principles and Cases, Revised Edition 


By Howard T. Lewis, Harvard University 


ADVERTISING Theory and Practice, Fourth Edition 
By Charles H. Sandage, University of Illinois 


ADVERTISING Text and Cases 
By Neil H. Borden, Harvard University 


PUBLIC RELATIONS Principles and Problems 
By Bertrand R. Canfield, Babson Institute 


CONSUMER ECONOMICS 
By Pearce C. Kelley, University of Oklahoma 


RICHARD D. IRWIN, INC. tuinois 
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ACCOUNTING 


MARKET REPORTS SALES 
ANALYSES REPORTS 


PERSONNEL QUESTIONNAIRE 
STUDIES ANALYSES 


You can depend on IBM Service Bureaus 
for fast and accurate results when you need 
experienced help on any kind of accounting INTERNATIONAL BUSINESS MACHINES 
and statistical reports. Offices in principal 690 Madison Avenue, New York 22, N. ¥. 
‘cities throughout the United States. ~ 
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Popular RONALD . 
CASES and PROBLEMS in MARKETING RESEARCH 


Donald F. Blankertz, University of Pennsylvania; 
Robert Ferber and Hugh G. Wales—Both of the University of IIlinois 


READY SPRING, 1954. This selection of fifty-six varied cases develops the stu- 
dent’s practical understanding of actual situations and problems encountered in 
market research. Designed for use in conjunction with a basic textbook in the 
introductory marketing research course, the book gives a working command of 
research techniques and methodology—presents material in terms of the nine 
major steps of a research operation. Approx. 368 pages. 


Frey’s ADVERTISING— 2nd Edition 
Albert Wesley Frey, Dartmouth College 


COMPLETELY up-to-date textbook orients students in basic advertising problems 
and the methods of their solution. Stressing the socio-economic impact of adver- 
tising, the book fully explains organization for advertising, measuring the market, 
consumer motivation, packaging and branding, advertisement planning, copy test- 
ing, media selection, use of television as a major medium, etc. Includes questions 
and problems, scores of practical illustrations, specimen advertisements. 104 ills., 
756 pages. 


RETAILING—Principles and Practices 


Paul L. Brown and William R. Davidson 
—both of Ohio State University 


FULLY COVERS the essentials of merchandising and store operation as evolved 
from the practices of progressive and successful merchants. Places considerable 
emphasis on the problems of the small or medium-sized store without neglecting 
large-scale operations. Analytical discussion is used throughout, with major at- 
tention given to the fundamental factors needed for sound planning. 51 ills., 29 
tables, 726 pages. 


SALES MANAGEMENT 


Harold H. Maynard, Ohio State University; and 
Herman C. Nolen, Vice Pres., McKesson & Robbins, Inc. 


TODAY'S successful ideas and scientific methods of sales management, stressing 
techniques and basic principles. Describes the planning of sales strategy from 
analyses of conditions, tests, research. Emphasizes policy-making function of the 
sales manager; sales organization; planning, controlling sales; sales budgets, etc. 
Numerous illustrative problems and case studies drawn from the experience of 
outstanding firms. Rev. Ed. 46 ills., 667 pages. 


PRINCIPLES OF MARKETING—5th Edition 


Harold H. Maynard and Theodore N. Beckman; 
revised by Theodore N. Beckman with the assistance of 
William R. Davidson—all of The Ohio State University 


AN OUTSTANDINGLY successful textbook, offering students a broad under- 
standing of the fundamentals of marketing. Thoroughly analyzes—from a func- 
tional and consumer point of view—our marketing institutions, policies, and 
practices. Emphasizes principles derived from analytical discussions of eve 
pertinent phase of marketing. Questions and problems by chapters. I/lustrated. 
792 pages. 


ECONOMICS OF INCOME AND CONSUMPTION 


Helen G. Canoyer and Roland S. Vaile 
—both of the University of Minnesota 


APPROACHES the simple and unchanging laws of economics from the consumer 
viewpoint. Provides the student with clarifying applications and interrelations 
of economic principles. Treats fundamentals in terms of human wants, showing 
how economic functions are controlled by production, consumption, and income. 
Relates economics to the factor of consumption and the principle of increasing 
consumer income. 92 ills., 355 pages. 


THE RONALD PRESS COMPANY 


Streef New: V.erk- Te; 
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SALES FORECASTING BY CORRELATION 
TECHNIQUES” 


ROBERT FERBER 
University of Illinois 


HE use of correlation methods to 

forecast company or industry sales 
has been gaining increasing popularity 
in recent years. Briefly stated, the method 
involves the fitting of an equation to ex- 
plain the fluctuations in sales in terms of 
related and presumably causal variables, 
substituting for these variables values 
considered likely during the period to 
be forecasted, and solving for the value 
of sales. The method possesses a number 
of widely recognized limitations,’ but 
can nevertheless be of considerable worth 
as a forecasting aid.? This is aside from 
its usefulness in testing the relevance of 
various factors as determinants of sales 
and in evaluating the relative importance 
of each. 

The technique of deriving the equa- 
tion relating sales to the explanatory 
variables—the regression equation—is 
given in detail in a variety of sources,’ 

* The writer would like to express his apprecia- 
tion to C. Ashley Wright and V Lewis Bassie for 
reading earlier drafts of this paper and for many 
helpful suggestions. 

* Particularly (a) the assumed stability of historical 
relationships for the future, (b) the danger that 
causality may run as much in one direction as in the 
other, and (c) the difficulty of predicting future 
values of the variables used to predict sales, es- 
pecially when these variables are not lagged. 

* As is brought out, for example, in C. M. Craw- 
ford, An Analysis of Sales Forecasting Policies, Pro- 
cedures and Techniques, Unpublished Ph.D. thesis, 
University of Illinois. 

*For example, M. Ezekiel, Methods of Correla- 
tion Analysis; R. Ferber, Statistical Methods in 


Market Research; A. E. Waugh, Elements of Statis- 
tical Methods. 


and is easily mastered. It is not the pur- 
pose of this article to consider these tech- 
nical details, but rather to offer some 
suggestions and raise a few questions re- 
garding the specification and use of these 
equations for sales forecasting. Everyone 
recognizes that the value of such an equa- 
tion can be no more than the validity of 
its underlying assumptions—choice of ex- 
planatory variables, units of measure- 
ment, period of observation, and so forth 
—though their importance tends at times 
to be minimized, or routinized, in the 
dazzle of securing coefficients precise, at 
least mathematically, to six, seven, or 
eight significant figures. 

It is the purpose of this article to re- 
emphasize the importance of some of 
these basic considerations by offering 
suggestions—some new, some old—regard- 
ing their resolution. These suggestions 
are based in large part on the writer's 
studies of aggregate relationships* which, 
though admittedly not bearing directly 
on sales forecasting, encountered similar 
difficulties. Most of the discussion is con- 
cerned with the specification of the re- 
gression or forecast equation. However, 
consideration is also given to evaluating 
the adequacy of forecasts derived from 
a regression equation, and the possibility 

‘Principally A Study of Aggregate Consumption 
Functions, National Bureau of Economic Research, 
Technical Paper 8, 1953; The Railroad Shippers’ 
Forecasts, a monograph in the series on studies of 


businessmen’s expectations, Bureau of Economic and 
Business Research, University of Illinois, 1953. 
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of improving the accuracy of future fore- 
casts based on the same equations. It 
should be stressed that no attempt is 
made to provide comprehensive coverage 
of the questions raised or to present an 
inclusive list of questions dealing with 
the use of correlation techniques in sales 
forecasting. 


PREPARING AND USING 
THE FORECAST EQUATION 


The following basic situation is as- 
sumed: An attempt is to be made to fore- 
cast company or industry sales—it does 
not matter which, at the outset—by de- 
riving a regression equation between the 
dependent variable, sales, and one or 
more presumably independent variables 
which are believed to cause the fluctua- 
tions in sales. This is admittedly not a 
very precisely sketched situation, and de- 
liberately so, as many of the questions 
concerning the specification of the equa- 
tion and the method deriving the fore- 
casts are to be discussed below. In partic- 
ular, questions regarding the following 
matters will be raised: the method of 
fit, the method of deriving the forecast, 
selection of the period of observation, 
units of measurement for the variables, 
and choice of variables for inclusion in 
the equation. The order of presentation 
of these various considerations is not 
the order in which they may arise in prac- 
tice, but is governed primarily by which 
considerations are most likely to affect 
the others. 


Method of fit 


Once a forecast equation has been set 
up—say, that sales (S) is a linear arith- 
metic function of national disposable in- 
come (Y) and of advertising expenditures 
(A),5 i.e., S =a + bY + cA—the problem 
arises of estimating the values of the 


* Assuming that such expenditures are flexible. 


parameters of the equation, a, b, and c. 
This is almost invariably done by the 
so-called least-squares method based on 
deriving that equation which will mini- 
mize the sum of the squares of the devia- 
tions of the observations from the fitted 
line, for that type of function. It involves 
the construction and solution of a set of 
“normal” equations, and is the standard 
method given in statistical texts for this 
type of work. 

In recent years this method of fit has 
been criticized for yielding biased esti- 
mates of the parameters. The basis for 
this criticism is the assumption implicit 
in the least-squares method that the in- 
dependent variables are truly independ- 
ent of the dependent variable. When the 
dependent and one or more independent 
variables refer to the same unit of time, 
this assumption may be negated. Thus, if 
steel sales were related to national in- 
come, one might argue that these sales 
are as much a determinant of national 
income as national income is of steel 
sales. In such a case, it can be shown that 
the true regression of sales on income 
and other variables is derived not by the 
method of least squares but by means of 
a system of equations containing as many 
equations as there are interrelated vari- 
ables.® 

A simple illustration of such an equa- 
tion system for the above example would 
be the following: 


Equation 1. 

teel sales = a + b (national in- 
come) 

Equation 2. 
‘National income = c + d (government 
expenditures) 

+ e (private in- 
vestment) 


* The statistical reasoning underlying this state- 
ment is perhaps most clearly explained in E. G. 
Bennion, “The Cowles Commission ‘Simultaneous 
Equation Approach’: A Simplified Explanation,” 
The Review of Economics and Statistics, Vol. 34, No. 
1 (1952), P- 49°57- 
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where we assume that government ex- 
penditures and private investment are 
independently determined, i.e., known 
beforehand. 

In such a case, we have two equations 
in two interrelated variables, sales and 
national income, and unbiased estimates 
of the parameters, a and b, are obtain- 
able.’ 

The solution of such equation systems 
can become quite involved, and perhaps 
for this reason, it never seems to have 
caught on with sales forecasters. As things 
have turned out, their reluctance to de- 
rive relationships by means of equation 
systems appears to be justified. 

There are two reasons for this. One is 
that equation systems that have been 
used to provide forecasts of economic 
trends on a national basis have not per- 
formed very well. The second reason is 
that in the case of relationships between 
industry or company sales and such na- 
tional indicators as income, production, 
and population, as are so often used in 
sales forecasting, the direction of causa- 
tion can hardly be thought to be equally 
strong in both directions. Even for a key 
industry such as steel, national income 
can clearly be said to affect steel produc- 
tion far more than steel production af- 
fects national income. 

For these reasons, the continued use of 
the least-square single-equation method 
for deriving sales forecasting equations 
is warranted. Sales forecasters would do 
well, however, to keep an eye on develop- 
ments in the use of equation systems. 


Derivation of the forecast 
Discussion of this question may seem, 


*The method of solution is given in G. Tintner, 
Econometrics, Chapter 7. 

*Perhaps the most elaborate test of this kind is 
C. Christ, “A Test of an Econometric Model for 
the United States, 1921-1947,” and the accompany- 
ing discussion in Conference on Business Cycles, 
National Bureau of Economic Research, New York, 
1951, P. 35-131. 


at first sight, somewhat puzzling. For 
once one has the equation and the 
values of the independent variables, what 
is there to deriving the forecast other 
than performing the necessary substitu- 
tions and solving for the sales variable? 
One answer is that the function may be 
used to estimate not the level of savings, 
as is the customary procedure, but rather 
the change in savings. This is accom- 
plished in the following manner. 

Suppose our forecast function is, as 
above: 


S,° =a + bY, + cA; 


Where the subscript, t, refers to time and 
indicates that all variables refer to the 
same time interval, and the superscript, 
e, indicates the value being estimated. 

To predict the change in savings is to 
compute S; — S,.. Sales in the last time 
period, S,., can be expressed in the same 
form as current sales but with a lagged 
time subscript, 1.e.: 


=a + + 
Therefore, 


(S, — = a + DY, + cA, — 
(a + + 
so that 


Estimated change in sales = 
b(Y; — Yeu) + c(Ay At.) 


The prediction of the change in sales 
is made by substituting the required 
values of Y and A in the last equation 
and solving for S; — S,1. The forecast of 
the sales level in time t is then the sum 
of actual sales in the preceding time 
period and the estimated change in sales 
from time t-1 to time t. The result is 
not the same as that obtained by predict- 
ing the level of sales directly from the 
original equation. 

When is one method of deriving the 
forecast superior to the other? That is 
difficult to answer, and depends in part 
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in a particular case on a comparison of 
both methods over a period of time. It 
can be said, however, that if the forecasts 
by the customary method exhibit a sys- 
tematic bias in one particular direction 
—if, say, they have been overshooting 
the actual figure fairly consistently—use 
of first differences will probably improve 
the accuracy of the forecasts inasmuch as 
the benchmark for the forecast auto- 
matically becomes the preceding level of 
sales. (This method is especially to be 
preferred over the device sometimes 
adopted of adding or subtracting an arbi- 
trarily selected constant to the equation 
to adjust for the observed bias.) On the 
other hand, if the forecasts have been 
zig-zagging around the actual figures, or 
the latter are subject to large random 
variations, working in terms of the 
change in sales will probably produce 
inferior results. 

It may be of interest to note that tests 
of the accuracy of postwar predictions 
of personal savings based on relationships 
fitted to pre-World War II data revealed 
the first-difference method to be gener- 
ally the more accurate of the two.® This 
was a period, however, when the prewar- 
fitted functions were consistently over- 
estimating the true figures. 


The period of observation 


Two conflicting impulses are likely to 
arise in selecting the period the data for 
which are to serve as the basis for fitting 
the forecasting function. On the one 
hand, there is the urge to utilize all the 
data available, and thereby maximize 
the reliability of the coefficients, at least 
from a purely statistical viewpoint. On 
the other hand, it is desirable to have a 
few years, or observations, left over, so 
that the predictive accuracy of the func- 

*R. Ferber, Accuracy of Savings Function in the 


Postwar Period, unpublished manuscript; and A 
Study in Aggregate Consumption Functions. 


tion can be tested in advance. Given this 
conflict, what is the solution? 

We may begin to answer this question 
by citing what is not the solution; 
namely, to lop off arbitrarily two or three 
years at one end of the data, fit the func- 
tion to the other observations, and test 
its forecasts on these remaining years. 
This is not the solution because the selec- 
tion of a period of observation is basi- 
cally a logical consideration. In other 
words, the period of observation should 
include all the years or observations for 
which the nature of the given relation- 
ship does not appear to have been al- 
tered, as determined by a careful study of 
all available evidence. 

If no event is believed to have occurred 
during the period under consideration to 
alter the sales forecasting function, all 
of it is included in the period of observa- 
tion, for there is then no logical basis 
for excluding any particular observa- 
tions. The determination of the predic- 
tive accuracy of the fitted function in ad- 
vance then becomes a matter of judg- 
ment or securing rough estimates for the 
variables for years outside of the period 
of observation. 

If, however, the parameters of the sales 
forecasting function are believed to have 
been altered at one time during this 
period—say, by the sudden discovery of a 
new use for a principal product, the use 
being thought to be less dependent on 
national income than other uses for this 
product—the rational approach is to di- 
vide the period into two subperiods, us- 
ing the time at which the change is be- 
lieved to have occurred as the division 
point. One period is then the period of 
observation and the data for the other 
period are used as a basis for testing the 
predictive accuracy of the fitted function. 

If the accuracy of the forecasts does 
not differ appreciably from that of the 
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function’s estimates in the period of ob- 
servation, a basis exists for combining 
both subperiods into a single period of 
observation and recomputing the sales 
forecast function using all the data avail- 
able. If appreciable differences in accu- 
racy do exist between the estimates for 
the two subperiods, utilization of all the 
available data in fitting the function is 
not warranted and the accuracy of fore- 
casts for future periods may be in doubt, 
depending on the circumstances. 

All this may seem a bit complicated, so 
let us illustrate the various possibilities 
with a few examples. The basic situation, 
we shall assume, is that sales of industry 
Z are available on an annual basis for 
1923-41 and 1947-53, the industry being 
engaged in military goods production 
from 1942 to 1946. A sales forecast func- 
tion is desired as an aid in forecasting in- 
dustry sales for 1954 and thereafter. The 
form of the function is: 


Sales = a + b (disposable income) + 
c (advertising outlays) 


The manner in which the period of 
observation is selected for estimating the 
values of a, b, and c under different cir- 
cumstances is outlined below. 


Period of Observation 
1923-41, 1947-53 


The Situation 


1. There is no 
basis for be- 
lieving that 
_any change 
has occurred 
in the rela- 
tionship. 


. The relation- 


ship may have 
changed in 
the postwar 
years. 


a. Fit the function to the 1923- 
41 data; test the accuracy of its 
forecasts on 1947-53. 

i. If tests show no appreciable 
loss in accuracy (based on 
Statistical and other consid- 
erations), recompute  esti- 
mates of a, b, and c using 
all the data. 

ii. If 1947-53 predictions are 
very poor in relation to es- 
timates for 1923-41, and re- 
lationship in postwar years 


is evidently unstable, dis- 
card the function; 
or 
b. If relationship in postwar 
years seems stable, fit function to 
1947-53 data and test accuracy 
on 1923-41 data. 
i. If no appreciable loss in ac- 
curacy results, proceed as in 
(a) (i) above. 
ii. If 1923-41 predictions are 


poor in relation to 1947-53 | 


estimates, stick to the same 

(1947-53 fitted) function. 
Note: The second series of al- 
ternatives is not very desirable 
here since judging the stability 
of a relationship on the basis of 
seven observations is a risky af- 
fair. 

The following additional comments 
might be offered with regard to selection 
of a period of observation. 

1. Once the adequacy of a function for 
forecasting is established, maximum re- 
liability is obtained by recomputing the 
coefficients as each new observation be- 
comes available—provided that a change 
in the nature of the relationship is not 
evident. Thus, in the above example, 
once the 1954 forecast has been made and 
1954 data become available, the estimates 
of the function’s parameters for the 1955 
forecast would be recomputed, based on 
the extended period of observation, 1923- 
41, 1947-54- 

2. Other things being equal, the use of 
a longer period of observation is likely 
to produce more accurate predictions 
than a short period. At least this was the 
experience with aggregate consumption 
functions.?° 

3. The practice sometimes advocated 
of selecting only those years for the 
period of observation that are felt to be 
more similar to the year being forecasted 
—such as using 1923-30, 1935-40 data to 
forecast 1948 conditions because the 
chances of 1948 being a depression year 


* A Study in Aggregate Consumption Functions, 
P- 45- 
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are small—is a dangerous one. Essentially, 
such a procedure begs the question, for 
to omit so-called atypical years is to as- 
sume implicitly that such conditions will 
not prevail in future years.1! Further- 
more, the applicability of functions de- 
rived in this manner to evaluating the 
relative importance of the various fac- 
tors on sales is also restricted. Insofar as 
cyclical considerations enter into selec- 
tion of a period of observation there is 
something to be said for attempting to 
include experience over at least one com- 
plete cycle, with substantial differences 
between peaks and troughs. 


Units of measurement 


Judging again on the basis of tests car- 
ried out on a series of aggregate consump- 
tion functions,” sales predictions based 


on regression functions are likely to be. 


more accurate when the variables are ad- 
justed for price changes and expressed in 
per capita units than when they are not. 
This does not take into consideration, 
however, possible errors resulting from 
faulty forecasts of price and population 
movements if a forecast is desired in ag- 
gregate terms at current prices. 

Tests of predictive accuracy applied to 
a number of consumption functions, the 
variables of which were alternately ad- 
justed for price changes, for population 
changes, for both, and for neither, indi- 
cated generally better accuracy when the 
price and population adjustments were 
made. These improvements were most 
pronounced for forecasts of level, the 
customary method, but were also evident 
for forecasts of change—using the first- 
difference forms of the function. It might 

" This criticism loses much of its force if the fore- 
cast function contains no lagged variables, for then 
the stage of business fluctuation in the forecasted 
period is likely to be determined implicitly by the 
values assigned to the independent variables. 

™A Study in Aggregate Consumption Functions, 


Pp- 56-57. 


be mentioned that little difference in 
predictive accuracy was observed as be- 
tween functions whose variables were ex- 
pressed in per capita units and functions 
in which population was used as a sepa- 
rate variable. 


Choice of variables 


We do not propose to recommend 
which (independent) variables should ap- 
pear in a sales forecasting function: that 
is clearly a matter of individual circum- 
stances. Rather we propose to put forth 
a few considerations that may be helpful 
in governing the selection of variables. 
Specifically, there are five. 


AN ADDITIONAL CRITERION OF SELECTION 


The principal criterion for selecting 
independent variables in a regression 
analysis is that they be related to the de- 
pendent variable, the variable under 
study. Since the resultant independent 
variables usually refer to the same time 
period as the dependent variable, a fore- 
cast of the jatter cannot be obtained until 
the values of the independent variables 
are themselves forecasted. This is a fun- 
damental weakness of the correlation 
technique when applied to forecasting, 
particularly in view of the relative neg- 
lect given to the matter of forecasting 
the independent variables. Thus, a pre- 
diction based on a function such as: 


Sales = a + b (Income) 


may be in error not only because the re- 
lationship in the following year may dif- 
fer slightly from what it was in the past, 
but also because the estimate of next 
year’s income substituted in the equation 
is considerably in error. In many in- 
stances the error in the sales forecast may 
be due more to the latter factor than to 
departure of the true relationship from 
the estimated one. 
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What is the answer? Clearly, effort 
must be made to reduce the error in the 
forecasts of independent variables as 
much as possible. Use of lagged variables 
is the ideal solution, but like most ideals 
this is rarely attainable. In its absence, 
one can utilize another criterion, which 
consists of giving preference to those in- 
dependent variables that are most easily 
forecasted themselves. This criterion is 
meant to complement, rather than sub- 
stitute for, the basic one cited above. 
Where a choice of independent variables 
is possible, its use may contribute sub- 
stantially to reducing forecast errors. It is 
perhaps needless to add that in any event 
the forecast of the values of the inde- 
pendent variables deserves fully as much 
care and thought as is given to the der- 
ivation of the forecast function itself. 


DEPENDENCE ON METHOD OF ESTIMATION 


As a general rule, substantial differ- 
ences in the accuracy of forecasts are ob- 
tained by changing the variables used in 
the regression function. Thus, the pre- 
dictive accuracy of: Sales =a-+b (in- 
come), may differ considerably from that 
of: Sales = a + b (income) + c (ad- 
vertising). Surprising as it may seem, 
however, this is not the case when the 
functions are transformed into their first- 
difference forms and the forecasts made 
in terms of change. Once the most rele- 
vant variable has been taken into ac- 
count, use of additional variables will 


probably make very little difference in 


predictive accuracy.!% 

The reason for this derives from the 
manner in which the forecasts are pre- 
pared by this method. As pointed out 
earlier, this involves adding the pre- 
dicted change to last year’s sales. But the 

* Accuracy of Savings Functions in the Postwar 
Period. As Ashley Wright points out, this phenome- 


non may well be due to the relatively stable trends 
exhibited by many economic variables. 


latter is common to all functions. Hence, 
with this common benchmark and with 
the main determining variable already 
taken into account (by assumption), 
further refinements are likely to produce 
only slight changes in the final forecast. 

Does this mean, then, that for all prac- 
tical purposes it does not matter what 
variables are used (once the main deter- 
mining variable is included)? No, unless 
one is completely sold on the superiority 
of this method of estimation. To ignore 
other relevant factors—especially possible 
changes in the composition of the aggre- 
gates used as the variables in the regres- 
sion equation—is to ignore the possibility 
that a more “complete” function, in the 
sense of including a larger number of 
relevant factors, may yield higher pre- 
dictive accuracy by the customary method 
of forecasting levels (as well as a better 
idea of the relative importance of various 
factors). The advantage of knowing that 
the first-difference method generally 
yields much the same accuracy for vari- 
ous functions is that, in a particular 
situation, it will probably suffice to test 
the superiority of this method by apply- 
ing it to one function rather than to a 
number of them. 


ADJUSTMENT FOR CYCLICAL EFFECTS 


One of the most difficult problems in 
business and economic forecasting by re- 
gression methods is to secure a relation- 
ship that will remain invariant over the 
cycle. The general experience is to have 
a function approximate well the cyclical 
fluctuations in the sales variable during 
the period of observation but then largely 
fail to trace the cyclical pattern of sales 
during the period being forecasted. In 
other words, the relationship tends to 
break down when used for prediction 


purposes. 
A general solution to this problem still 
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seems to be a long way off. It can be said, 
however, that a breakdown in a relation- 
ship seems most likely to occur when 
only variables relating to the same unit 
of time are employed, e.g., when current 
sales are related to current income and 
current advertising expenditures. In such 
a case, addition of a lagged variable that 
can be considered to reflect past influ- 
ences on current sales may improve con- 
siderably the accuracy of the predictions. 
This is based on two findings with regard 
to aggregate savings-income relationships, 
namely:** 


1. Predictive accuracy of functions re- 
lating current savings to current income 
or current savings to current income and 
a time trend was improved substantially 
at times when a lagged income variable 
was added. 

2. The only functions whose predic- 
tive accuracy was as good in the postwar 
years, 1947-52, when fitted to 1923-40 
data as when fitted to 1923-30, 1935-40 
data were those incorporating a lagged 
income variable. Otherwise, the predic- 
tive accuracy of functions fitted to the 
latter period of observation, which ex- 
cludes the main depression years, was 
considerably better. Thus, lagged income 
in this case seems to have effectively 
counteracted the influence of the cycle. 


Whether lagged income will be as ef- 
fective in other situations is problemati- 
cal. The important thing is to secure a 
variable which may be supposed to react 
with a lag on the variable being fore- 
casted. In this case, it was lagged income; 
in another situation, it may be some 
other factor. 

It might be noted that once the factor 
—here, income—has been selected, dif- 
ferent forms. of it may be used. In the 
previously mentioned study, two forms 
“A Study of Aggregate Consumption Functions, 
PP: 45°59. 


were used, both about equally effective. 
One form was income lagged one time 
unit (year), and the other form was the 
past cyclical peak value of income. The 
rationale behind the use of the latter is, 
in brief, that once people attain a certain 
level of living, their future expenditure 
and savings patterns when their income 
declines tend to be influenced by stand- 
ards established earlier, reflecting in part 


a desire to regain their highest past level . 


of living.’® 

Needless to say, the use of more than 
one lagged variable is not undesirable. 
In fact, the ideal in a forecasting func- 
tion would be to have all independent 
variables lagged, thus obviating the need 
for guesstimating the next period’s val- 
ues for these variables. 


UsE oF SERIAL CORRELATION 


Marketing and economic data are 
known to be serially correlated. In other 
words, a company’s sales one year are not 
independent of its previous year’s sales. 
Next year’s sales will be somewhere near 
current levels, almost surely within 15 
percent. Sales are not going to double 
one year and then drop off 50 percent the 
next year (except perhaps for small 
firms). 

This phenomenon of serial correlation 
has long been recognized and has been 
cited as a major limitation of the cur- 
rently available means of assessing the 
adequacy of regression relationships. A 
close relationship between sales and in- 
come may at times be due as much to 


_the serial correlation within each series 


as to the causal effect of one upon the 
other. 


*The basic references of this approach are J. 
Duesenberry, Income, Saving, and the Theory of 
Consumer Behavior, Harvard University Press, 1949; 
F. Modigliani, “Fluctuations in the Saving-Income 
Ratio: Problem in Economic Forecasting,” Studies 
in Income and Wealth, Vol. 11, National Bureau of 
Economic Research, 1949, pp. 371-443- 
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One means of getting around this 
problem has been the use of the first 
differences of the variables instead of the 
variables themselves.1® Thus, one might 
correlate the change in sales with the 
change in income and with the change in 
advertising expenditures. 

Another possibility, however, one that 
seems to have received relatively little 
attention, is to incorporate this serial 
correlation directly into the relationship. 
Try using last period’s sales as an extra 
independent variable, i.e.: 


Current sales = a +- b (current income) +- 
c (current advertising ex- 
penditures) + d (last pe- 
riod’s sales) 


Because of the serial correlation factor, 
the use of last period’s sales in this man- 
ner can serve as a medium that reflects 
the effect of a multitude of past influ- 
ences on the future level of sales, each of 
which influence alone may be too small 
to include separately or may not even be 
measurable. 

Investigation of the autoregressive 
properties of sales (the serial correlation 
within the series) is especially desirable 
when a forecasting function is sought 
that is couched entirely in terms of 
lagged variables. In such cases, a function 
of the type:27 


* A somewhat technical exposition of the prob- 
lems caused by serial correlation will be found in 
the article by D. Cochrane and G. H. Orcutt, “Ap- 
plication of Least Squares Regression to Relation- 
ships Containing Autocorrelated Error Terms,” 
Journal of the American Statistical Association, Vol. 
44 (1949), pp. 32-61. 

™ The fact that all the illustrative equations cited 
in this article are linear—the simplest form—should 
not be interpreted as denying the value of more 
complex, nonlinear forms. Numerous examples of 
such functions fitted to consumption and employ- 
ment data are to be found in the National Resources 
Committee publication, Patterns of Resource Use 
(U.S. Government Printing Office, Washington, D. C., 
1938). 


Current sales = a + b (last period’s sales) 
+ c (change in sales 
from the preceding pe- 
riod to the last period) 


may yield highly accurate forecasts if 
sales are closely serially correlated and 
even identify turning points. 

As a general rule, the value of serial 


correlation increases as the time unit de- - 


creases. A somewhat more complicated 
function was found by the writer to pre- 
dict railroad shippers’ expected quarterly 
carloadings remarkably well purely by 
utilizing the serial correlation properties 
of actual carloadings.'® In another study, 
it was found that quarterly consumption 
expenditures were related about as closely 
to the preceding quarter’s expenditures 
as to any other lagged variable, including 
income.’® 


VALUE OF A TIME TREND 


It is customary to insert a time vari- 
able in many regression functions to re- 
flect changes in tastes, technological 
trends, and other miscellaneous factors. 
The value of such a procedure for pre- 
diction purposes is open to question. 
The reason for this, basically, is that time 
by itself is not a cause of business or eco- 
nomic changes. Time is the medium 
through which events take place, but it 
is not the cause. Thus, one may broil a 
steak over a fire. The broiling takes a cer- 
tain amount of time but the reason the 
steak gets broiled is not the passage of 
time but the presence of the fire. With- 
out the fire, the broiling would not occur 
no matter how much time were to pass. 

A statistically significant coefficient for 
a time variable in a forecast function 
shows, in effect, that certain relevant 
causal variables are omitted from the re- 
lationship and that the time trend is act- 


* The Railroad Shippers’ Forecasts, Chapters IV-V. 
* Unpublished study of the writer. 
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ing as a substitute for them. Use of such 
a relationship for prediction therefore 
involves the implicit assumption that the 
relations between time and these other 
variables will continue in the same man- 
ner as before. Without even knowing 
what these other variables are, as is usu- 
ally the case, this is a dangerous assump- 
tion. Thus, the United States population 
increased in a more or less linear arith- 
metic fashion during the 1930’s and then 
rose more rapidly during the 1940's. Any 
function fitted to the 1930’s and includ- 
ing time instead of population as an in- 
dependent variable would have gone hay- 
wire as a result if used for prediction pur- 
poses in the 1940's. 

The upshot of this discussion is that 
wherever time is found to be a significant 
variable in a sales forecasting function, a 
spurious relation is involved in the sense 
that one or more causal variables are be- 
ing omitted. If identified, they should be 
substituted for the time variable. In 
many cases, they will not be found, they 
may not be measurable, or they may be 
too numerous to be included in the func- 
tion. The alternative then is to retain the 
time variable, but recognition should be 
given to the danger presented from this 
source in making predictions with that 
function.?° 


*” A new use of a time variable, proposed by Ash- 
ley Wright, is using it as an independent check on 
sales forecasts by predicting sales from a linear re- 
lation between sales and time. The advantage of 
this procedure is that there is then no problem of 
predicting the value of the independent variable, 
time. A forecast based on such a relation is, of 
course, nothing more than an extrapolation of 
trend. However, in the case of products that pos- 
sess reasonably stable trends, such a forecast is a 
valuable check on the forecasts derived by other 
means because, in such cases, year-to-year changes 
in sales are rarely likely to deviate substantially 
from the projected trend value. Hence, a company 
forecast which is, say, four standard errors away 
from the projected trend forecast would be im- 
mediately subject to question. 


EVALUATING THE ACCURACY OF 
FORECASTS 


Evaluating and keeping a record of the 
accuracy of the forecasts is fully as im- 
portant as making the forecasts, for it is 
only by some such means that clues can 
be obtained to improving the accuracy of 
future forecasts. This is true irrespective 
of the forecasting method employed, and 
yet it is a consideration that appears to 
be overlooked in more cases than not.” 

There are many ways of measuring ac- 
curacy, and of those three will be ad- 
vanced here. Before doing so, however, 
we begin with a note of caution on how 
not to evaluate the accuracy of forecasts. 
This may be a rather surprising one, 
namely: Don’t rely on the coefficient of 
correlation. 

The coefficient of correlation is the 
generally accepted measure of the good- 
ness of fit of a function to the observa- 
tions. It has therefore been more or less 
implicitly assumed that the same statistic 
would also indicate the adequacy of a 
function for prediction purposes. For if 
a function provides a good fit to the ob- 
served data, is it not logical to assume 
that it would yield better forecasts than 
one that provides a poor fit to the ob- 
served data? 

The answer is that it may be logical 
but, as in the case of Porgy and Bess, “it 
ain’t necessarily so.” In fact, in the case 
of the writer’s work with aggregate sav- 


ings functions, no relationship at all was 


found between the coefficient of correla- 
tion of a function for the period of ob- 
servation and the accuracy of the func- 


*C. M. Crawford, op. cit. A better approxima- 
tion to the standard error of the forecast is often 
obtainable through historical experience than by 
straight substitution in statistical formulas. 
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tion’s predictions.?* Where different pe- 
riods of observation were involved, the 
relationship between the coefficient of 
correlation and predictive accuracy was, 
if anything, negative—meaning that for 
the functions studied, one with a poor 
goodness of fit to the observed data 
tended to yield more accurate forecasts 
than one with a better goodness of fit! 

Does this result then lead to the fantas- 
tic implication that functions whose fore- 
casts are most accurate are likely to be 
the ones with the poorest coefficients of 
correlation? No, for it can be shown that 
special factors may be present with dif- 
ferent periods of observation which com- 
pletely distort the value of the coefficient 
of correlation as an indicator of predic- 
tive accuracy.?* Even with the same pe- 
riod of observation and with the same 
variable being estimated, however, it 
does seem that little reliance can be 
placed on the coefficient of correlation as 
an a priori measure of predictive accu- 
racy. The same is also true of another 
statistic relating to the period of obser- 
vation which was tested, the average ab- 
solute relative margin of error. 

The reason for the poor showing of 
these measures may well be the tendency 
to place too much emphasis on inserting 
those variables in a function that will 
yield a good fit in a particular situation 
and too little consideration to the more 


"A Study of Aggregate Consumption Functions, 
pp. 50-56. The same absence of relationship was 
found for functions explaining railroad shippers’ 
forecasts and later used to make the forecasts. 

™ The explanation is that the shorter period in 
the savings study, 1929-40, increased the relative im- 
portance of the depression years, 1931-34. This 
raised the coefficient of correlation because of the 
resultant greater amplitude of the dependent vari- 
able and at the same time reduced the accuracy of 
the predictions of the postwar (prosperous) years. 
On the other hand, the use of the longer period of 
observation, 1923-40, by reducing the importance of 
the depression years, tended to lower the coefficient 
of correlation but also raised the postwar pre- 
dictive accuracy of the functions. 


basic factors that influence the variable 
over a long period of time. This is ad- 
mittedly only a hypothesis, and much 
further work needs to be done to deter- 
mine its validity and give it operational 
meaning. 

We close this discussion of the coeffi- 
cient of correlation with what is prob- 


ably another unsettling comment regard- 


ing its value, namely: 


A comparison of the coefficients of cor- 
relations of two functions based on two 
different periods of observation or involv- 
ing two different dependent variables 
provides no indication of the relative ac- 
curacy of the functions even in the period 
of observation. 


In other words, the relative magni- 
tudes of the coefficients of correlation 
may yield no information regarding the 
size of the residuals or the relative errors 
of the function estimates in the period of 
observation. 

This point is illustrated in chart on 
following page, which is reproduced in 
part from the author’s savings study, and 
which shows the coefficients of correla- 
tion, the residuals, and the periods of 
observation for six different forms of ag- 
gregate savings functions. The chart 
shows in rather striking fashion how (a) 
the same function fitted to different 
periods of observation can have widely 
different coefficients of correlation al- 
though the residuals for overlapping 
years in the period of observation are al- 
most identical, and (b) the accuracy of 
the predictions of two forms of the same 
function, each fitted to a different period 
of observation, differs markedly with, if 
anything, negative relationship to the 
coefficient of correlation. 

The explanation of both phenomena 
lies in the differences in amplitude dur- 
ing the period of observation of the vari- 
able being estimated—savings, in this 
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case. When the amplitude of the depend- 
ent variables of two functions differ— 
whether because of differences in the 
period of observation, in the units of 
measurement, in the variables used, or 
because of differences in definitions—no 
reliance can be placed on a comparison of 
the coefficients of correlation from the 
point of view of either general adequacy 
of the functions or their predictive ac- 
curacy. 


Three standards of accuracy 


There are at least three ways in which 
the accuracy of a set of predictions may 
be readily evaluated, each possessing dis- 
tinctive advantages and disadvantages. 
Perhaps the most obvious is the average 
absolute percent margin of error, that is, 
the average of the percentage deviations 
of the predictions from the actual values 
taken without regard to sign. Thus, in 
the illustration below, the average abso- 
lute percent error is 8.8 percent.”* 


Deviation Absolute 


Actual from Percent 
Period Prediction Value Actual Error 
i 70 80 —10 12.5% 
2 105 100 5 5.0 
3 98 90 8 8.9 


Average = 8.8% 


Although this measure provides a gen- 
eral idea of the accuracy of a set of fore- 
casts, it is of little value when it comes to 


‘assessing the relative value of the fore- 


casts. In the latter case what we want to 
know is: how does this set of forecasts 
compare to forecasts that could be pre- 


“The practice sometimes employed of averaging 
the percentage error with regard to sign can be 
very misleading, as it permits latge errors of op- 
posite sign to cancel each other. In the above illus- 
tration, for example, the procedure would produce 
an average error of 1.4 percent, which hardly repre- 
sents the true accuracy. This does not mean, how- 
ever, that one should ignore the signs of the devia- 
tions in other respects, for it is often through study 
of the signs that bias in forecasts is detected. 


pared by some simple technique? A set 
of forecasts may show up very well in 
terms of their absolute accuracy, as meas- 
ured above, but they will not be of much 
practical value if it can be shown that a 
simpler technique leads to even greater 
accuracy. Similarly, the particular fore- 
casts may err substantially, but if no 
other method can be made to yield su- 
perior results, they may still possess prac- 
tical value. 

For this reason, it is desirable to assess 
the accuracy of a set of forecasts against 
some simple yardstick of accuracy. Such 
a yardstick is provided by the so-called 
“naive model” forecasts, which postulate 
that the future will represent an exten- 
sion of present levels or of present trends. 
The simplest naive model for annual 
data would be to predict next year’s sales 
at the same level as those of the current 
year. (If the time unit is less than a year, 
adjustment would have to be made for 
seasonal variation.) 

Such a forecast is nothing more than 
an extension of present levels. For firms 
and industries still in growth stages, a 
naive-model projection of present trends 
would be more realistic, such as predict- 
ing that: 

Next year’s sales = 


This year’s sales 
This year’s sales Last year’s sales 


Alternatively, one could predict that 
the increase in next year’s sales would be 
only one-half of the increase over the past 
year, or any other fraction that seems 
plausible in the particular case. 

By comparing the predictive accuracy 
of the regression functions or methods 
under consideration with that of one or 
more of these naive models, a good idea 
is obtained of the practical value of these 
more elaborate methods from the com- 
pany’s viewpoint and whether the latter 
are worth using. In this connection, it 
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might be noted that a result in favor of 
a naive model does not provide a basis 
for using it on a continuing basis (unless 
one has evidence that this particular 
model is not so “naive” as it was made 
out to be). Rather, it points to the need 
for further exploration to derive fore- 
casting methods that will yield better re- 
sults on a sound foundation. 

The third standard of accuracy is one 
designed to remedy a fault in the first 
one. This is due to the fact that any com- 
parison of levels of forecasts with actual 
sales is almost bound to appear in a fav- 
orable light becau.e of the serial correla- 
tion in sales. Sales do not change much 
from one year (or period, after adjust- 
ment for seasonal variation) to the next— 
especially as the level of aggregation rises. 
Not only is next year’s sales related to 
this year’s level, but the prediction for 
the next year is also invariably closely re- 
lated to this year’s level. Hence, a spuri- 
ous relationship is introduced between 
the prediction and the actual figure 
which, in any comparison of levels, tends 
to produce an unwarrantedly high im- 
pression of accuracy. 

A simple means of removing this spuri- 
ous factor (at least, in many cases) is to 
compare the directions of change rather 
than the levels. In this manner, any as- 
sociation between the forecasts and actual 
figures due to level is largely removed. 
This procedure also has the advantage 
of indicating the success of the forecast- 
ing method in gauging the direction of 
movement in sales, one of the central 
' problems in business forecasting. 

The effect of changing the standard of 
comparison from one of level to one of 
direction of change was brought out 
vividly in a recent study evaluating the 


accuracy of a set of forecasts of quarterly 
railroad carloadings. Over a period of 
about 25 years, these carloadings on an 
aggregate basis came to within g percent 
of the true figure on the average. At the 
same time, however, no relationship at 
all was found between the anticipated 
change in the shipments and the actual 
change.*® Surprising as this result may 
seem, it may well be typical of business 
and economic. forecasts: they yield good 
approximations of the general level of 
business but are as likely as not to miss 
the direction of change. 

Finally a few words would seem useful 
on the desirability of keeping records of 
the variability of the accuracy produced 
by various forecasting functions or 
methods. If two functions yield similar 
average errors, the one with the lower 
variability is to be preferred, other con- 
siderations being equal, for it is that 
method in which greater confidence can 
be placed for planning purposes. 


GENERAL CONSIDERATIONS 


Although this article has dealt with the 
use of correlation techniques in sales 
forecasting, it does not mean to advocate 
the general use of this technique. Cor- 
relation and regression functions is only 
one of a number of methods available for 
sale forecasting, and the method to use 
in a particular case depends on the cir- 
cumstances involved. Often, it is desir- 
able to employ more than one method in 
order to check a forecast by more or less 
independent means. Where correlation 
techniques are used, however, this article 


“has attempted to draw attention to vari- 


ous means that might be employed to im- 
prove their efficiency. 


* The Railroad Shippers’ Forecasts, Chapter III. 
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PRICE POLICIES AND THEORY 


EDWARD R. HAWKINS 
University of California 


—_——_ the theory of monopolistic 
competition is now almost twenty 
years old it remains virtually unused by 
marketing students, even those who are 
attempting to develop theory in market- 
ing. In particular, “marketing price poli- 
cies” are still treated as though they have 
no relation to economic theory of any 
sort. In the leading marketing text books 
there are sections describing such pricing 
policies as “odd prices,” “customary 
prices,” “price lining,” “psychological 
prices,” etc.1 These are presented as de- 
scriptions of market behavior, presuma- 
bly discovered by marketing specialists 
and unknown to economists. Even the 
one marketing text that explains the 
basic pricing formula under conditions 
of monopolistic competition fails to use 
it in the discussion of price policies.” 
Since text book writers treat the subject 
in this way it is not surprising that prac- 
titioners writing on pricing do not at- 
tempt to relate their policies to economic 
theory.’ 

*R. S. Vaile, E. T. Grether, and Reavis Cox, 
Marketing in the American Economy (New York: 
Ronald Press, 1952), ch. 22; E. A. Duddy and D. A. 
Revzan, Marketing (New York: McGraw-Hill, 2nd 
ed. 1953). ch. 29; P. D. Converse, H. W. Huegy, and 
R. V. Mitchell, Elements of Marketing (New York: 
Prentice-Hall, 5th ed. 1952) ch. 10; H. H. Maynard 
and T. N. Beckman, Principles of Marketing (New 
York: Ronald Press, 5th ed. 1952) ch. 35, 36; R. S. 
Alexander, F. M. Surface, R. E. Elder, and Wroe 
Alderson, Marketing (Boston: Ginn & Co., 1940) 
ch. 16. Since these policies are fully described in 
marketing texts the explanation of them in this 
article will be brief. The attempt, rather, is to ex- 
press the policies in terms of demand curves in 
order that the relationship to the theory of mono- 
polistic competition may be seen. 

* Charles F. Phillips and Delbert J. Duncan, Mar- 
keting, Principles and Methods (Chicago: Richard 
D. Irwin, Inc., rev. ed. 1952), ch. 29, 30, 31. 

*For example, Oswald Knauth, “Considerations 


It is the purpose of this article to show 
that these price policies are special cases 
of the general theory of monopolistic 
competition. Perhaps clarification of this. 
point will serve to narrow the gap be- 
tween the economic and marketing con- 
ceptions of pricing, and to systematize 
the discussions of price policies in mar- 
keting literature. 

The thesis is that each of the familiar 
price policies represents an estimate of 
the nature of the demand curve facing 
the seller. It is not possible, on the basis 
of available evidence, to generalize on 
the validity of these estimates in various 
situations. The point merely is that a 
seller using one of these policies is im- 
plicitly assuming a particular demand 
curve. In the following sections various 
price policies are discussed in these terms, 
after a brief review of the general theory 
of pricing which is basic to all of the 
policies discussed. 


THE GENERAL THEORY OF PRICING 


The theory of correct pricing under 
conditions of monopolistic competition, 
as developed by Chamberlin and Robin- 
son is illustrated in Figure 1. Each seller 
with some degree of monopoly created 
by product differentiation has his own 
negatively-inclined average revenue 
curve, AR. From this he derives the mar- 
ginal revenue curve, MR, and deter- 
mines his price by the intersection of MR 
and MC, his marginal cost. Marginal 


in the Setting of Retail Prices,” Journal of Market- 
ing, v. XIV, no. 1, July 1949, pp. 1-12; Q. Forrest 
Walker, “Some Principles of Department Store 
Pricing,” Journal of Marketing, vol. XIV no. 4, April 
1950, PP- 529°537- 
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Units 


FIGURE 1 


cost can be derived from either average 
cost, AC, or average variable cost, AVC, 
since it would be the same in either case. 
In practical terms this means that for cor- 
rect pricing the seller does not need to 
allocate overhead cost to individual 
items. For that matter, he does not even 
need to compute MR and MC, for the 
same correct price can be derived from 
AR and AVC by maximizing the total of 
the spread between them multiplied by 
the volume. 

An alternative solution which may be 
more understandable to business men 
can be obtained from break-even charts. 
The customary break-even chart is defi- 
cient for pricing purposes because it is 
based on only one price and reveals 
nothing but the quantity that would 
have to be sold at that price in order to 
break even. A modification can be de- 
vised that remedies this shortcoming of 
the break-even chart, and even has some 
advantages over the MC-MR formula. 
Figure 2 shows such a chart, in which a 
number of different total revenue (TR) 
curves are drawn, indicating the total 
revenue that would result at various 
volumes at different prices. On each such 
TR curve a point can be estimated show- 
ing the sales volume that would actually 
be obtained at that price. If these points 


Units 


FIGURE 2 


are connected a type of demand curve 
results (DD’), indicating total revenue 
rather than average revenue as in the 
usual demand curve.* The objective of 
correct pricing is to maximize the verti- 
cal distance between DD’ and the TC 
(total cost) curve. This formulation has 
an advantage over the MC-MR one in 
that in addition to indicating the correct 
price and volume it also shows total 
cost, total revenue, and total net profit. It 
may also be more acceptable to business 
men and engineers who are accustomed 
to break-even charts. 

In the following discussion of market- 
ing price policies, however, the AR curve 
will be used because it more clearly il- 
lustrates the points made. 


MARKETING PRICE POLICIES 
Odd Prices 


The term “odd prices” is used in two 
ways in marketing literature; one refers 
to a price ending in an odd number, 
while the other means a price just under 
a round number. If a seller sets his prices 
according to the first concept it means 
that he believes his AR curve is like the 


*C£. Joel Dean, Managerial Economics (New York: 
Prentice-Hall, Inc., 1951), p. 405. Dean shows a total 
revenue curve without, however, indicating its rela- 
tionship to break-even charts. 
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Units 
FIGURE 3 


one shown in Figure 3.5 In this case each 
price ending in an odd number will pro- 
duce a greater volume of sales than the 
next lower even-numbered price. Many 
sellers appear to believe this is true, al- 
though the only large-scale test ever re- 
ported was inconclusive.® 


*This curve might be regarded as discontinuous, 
especially since the difference between points is 
only one cent. But it is customary to draw demand 
curves as continuous even though, as Chamberlin 
has said, any demand curve could be split into seg- 
ments. E. H. Chamberlin, “Comments,” Quarterly 
Journal of Economics, v. XLIX, November, 1934, p. 
135; and A. J. Nichol, although drawing important 
conclusions from the supposed discontinuity of cer- 
tain demand curves, states that the curves would be 
continuous if it were feasible to change prices by 
small amounts. A. J. Nichol, “The Influence of 
Marginal Buyers on Monopolistic Competition,” 
Quarterly Journal of Economics, v. XLIX, Novem- 
ber, 1934, footnote 7, p. 126. Henry Smith believes 
that discontinuous demand curves might result 


- from such heavy advertising of a certain price that 


the product would be unsalable at any other price. 
Cf. “Discontinuous Demand Curves and Monopolis- 
tic Competition: A Special Case,” Quarterly Jour- 
nal of Economics, v. XLIX, May, 1935, PP- 542-559- 
This would not seem to be a very common case, 
however, since marketing literature reveals heavily 
advertised products selling at various prices. 

* Eli Ginsberg, “Customary Prices,” American Eco- 
nomic Review, v. XXVI, no. 2, 1936, p. 296. Some 
economists doubt the validity of positively-inclined 
segments of demand curves, believing either (a) that 
the case could happen only if consumers regard 
price as one of the qualities of the product, thus 
making it improper to show these “different” prod- 
ucts on one demand curve, or (b) that it simply 
does not happen that consumers will buy more of 


Units 
FIGURE 4 


The second concept of odd-pricing im- 
plies an AR curve like the one shown in 
Figure 4, with critical points at prices 
such as $1, $5, and $10.7 The presump- 
tion is that sales will be substantially 


a product at a higher price than they will at a 
lower one. In regard to the first view, the important 
thing for purposes of the seller’s pricing policy is 
the shape of the AR curve for what he knows is the 
same product. And while he may be interested in 
the psychology lying behind the consumer’s demand 
curve he is not committed to the belief that it 
must be capable of explanation in terms of indif- 
ference curves. In regard to the second point, many 
marketing writers have commented on the view 
that a higher price will sometimes sell more than 
a lower one. For example, Phillips and Duncan say 
it may be possible to sell a greater number of a 15- 
cent item at 19 cents than at 15 cents (op. cit., p. 
656). Q. Forrest Walker, loc. cit., suggests that 98 
cents may sell better than 89 cents. Maynard and 
Beckman state “It is said that more articles can 
be sold at 17 cents than at 14 cents.” (op. cit., p. 656). 
Converse and Huegy say “Some sellers feel that odd 
prices are better than even prices; others, that it 
makes little difference” (op. cit., p. 209). A New 
England supermarket chain reports that their meat 
prices never end in the figure “1,” because their 
price tests show they can sell more at a price ending 
in “sg.” And a U. S. Department of Commerce study 
reports a price of 79 cents selling more than a price 
of 75 cents, and a case where silk underwear sold 
more readily at $2 or $5 than at $1.95 or $4.95 re- 
spectively. Cf. F. M. Bernfield, “Time for Business- 
men to Check Pricing Policies,” Domestic Com- 
merce, XXXV (March, 1947), p. 20. 

"This idea is applied even to very high prices. 
Thus, an automobile may be sold at $1995 rather 
than at $2,000. 
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greater at prices just under these critical 
points, whether ending in an odd or 
even number. 


Psychological Prices 


Some of the marketing text books give 
the name of “psychological pricing” to 
policies quite similar to the one just dis- 
cussed. It has been found in some pricing 
experiments that a change of price over 
a certain range has little effect until 
some critical point is reached. If there are 
a number of such critical points for a 
given commodity the AR curve would 
look like the one in Figure 5, resembling 


Units 


FIGURE 5 


a series of steps. This differs from the 
concept of odd pricing in that the curve 
does not necessarily have any segments 
positively inclined, and the critical 
points are not located at each round num- 
ber but only at the prices psychologically 
important to buyers. Pricing tests at 
Macy’s have disclosed such step-shaped 
AR curves.’ 


*Oswald Knauth, “Some Reflections on Retail 
Prices,” in Economic Essays in Honor of Wesley 
Clair Mitchell (New York: Columbia University 
Press, 1935), pp. 203-4. Although these tests in- 
volved changes in price, the important thing is 
that changes that reduced price below the critical 
points produced much greater increases in sales 


Customary Prices 


Another pricing policy usually de- 
scribed as though it has no relationship 
to theory is the one using “customary 
prices.’” This is most frequently asso- 
ciated with the five-cent candy bar, chew- 
ing gum, soft drink, or subway fare. The 
chain stores have experimented, appar- 
ently successfully, with combination cut 
prices on some such items, and inflation 
has brought about upward changes in 
others. In the main, however, the five- 
cent price on items for which it has 
been customary has persisted. To the ex- 
tent that the policy is correct it merely 
means that the AR curve is like the one 
shown in Figure 6, with a kink at the 
customary price.® 


Pricing at the Market 


Figure 6 also illustrates the estimate 
of the AR curve which results in a policy 


Units 
Ficure 6 
of “pricing at the market.” A firm that 


adopts this policy believes that a price 
above those of competitors would curtail 


than changes that did not. In other words, the de- 
mand curve had very different elasticities at dif- 
ferent points. 

° Of course where the policy of customary pricing 
is not correct, as may be true in some of the chain- 
store cases mentioned, the demand curve would be 
quite elastic below the customary price. 
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sales sharply, while a lower price would 
not significantly increase them. This pric- 
ing policy is one of the most common, 
possibly because ignorance of the true 
shape of the AR curve suggests that the 
safest policy is to imitate competitors. 
The policy of pricing at the market 
is also designed to avoid price competi- 
tion and price wars. But a rule-of-thumb 
policy is not the correct solution to this 
problem, for the theory of monopolistic 
competition provides the basis for the 
proper calculation. What is required is 
an estimate of the AR curve after com- 
petitors have made whatever response 
they would make to the firm’s pricing 
moves. In Figure 7 this is indicated by 


Units 


FIGURE 7 


AR>, while AR is the customary curve 
based on an assumption of “all other 
things remaining the same.” While it is 
very difficult for a seller to guess what 
competitors will do, the theory of cor- 
rect oligopoly pricing along the AR; 
curve is quite clear, and does not neces- 
sarily call for “pricing at the market.” 


Prestige Pricing 


It has often been pointed out in mar- 
keting literature that many customers 
judge quality by price. In such cases sales 
would be less at low prices than at high 


ones. This idea was the original legal 
basis for Fair Trade laws. While most 
manufacturers appear to be less im- 
pressed by this possibility than retailers 
are, there have been cases reported in 
which low prices led to reduced sales. 
The shape of the AR curve illustrating 
this situation has already been indicated 
in economic literature.’° See Figure 8. 


Price Lining 

Many retailers when questioned about 
their pricing policies seem to feel they 
have avoided the problem entirely by 
adopting customary price “‘lines.”” Once 
the lines are decided upon, prices may 
be held constant over long periods of 
time; changes in market conditions are 
met by adjustments in the quality of the 
merchandise. 

While this policy does not require pric- 
ing decisions, except initially and in case 

“F. R. Fairchild, E. S. Furniss, and N. S. Buck, 
Elementary Economics (New York: Macmillan Co., 
1939), 4th ed., v. 1, p. 166. Converse and Huegy cite 
an instance of aspirin being tried out at different 
prices, 19¢, 29¢, 39¢, and 49¢, with the highest sales 
resulting at 49¢ (op. cit., p. 207). And they comment 
on this reason for positively inclined demand curves, 
“Thus merchandise can be priced too low as well as 
too high. Customers may fear that at the low price 


it cannot be of good quality, and will actually buy 
more at a somewhat higher price than they would 


at a lower price” (p. 206). 
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of special sales, it does present the seller 
with exactly the same choice as a variable 
price policy does in respect to the ques- 
tion of whether to equate marginal cost 
and marginal revenue, or to use a cus- 
tomary per cent of markup. This deci- 
sion is made with reference to the prices 
paid for merchandise rather than the 
‘prices at which it will be sold. Although 
manufacturers and wholesalers dealing 
in types of merchandise which is cus- 
tomarily price-lined at retail usually 
tailor their own prices to fit the retail 
prices, the retailer does have some choice 
in regard to the quality of goods he buys. 
Presumably, the more he pays the more 
he can sell, at any given price line. That 
is, the lower his per cent of markup the 
higher his sales volume should be. Figure 
g illustrates this situation, where P is the 
established price at retail, and CG shows 
the various quantities that could be sold 
at different costs of goods to the retailer. 
The retailer should equate his marginal 
cost with marginal revenue (the price), 
paying NM for the goods and selling 
quantity OM. If instead he buys at a 
price that provides a customary or arbi- 
trary per cent of markup it would be 
purely accidental if he would obtain the 
maximum gross margin. 

Since there are few variable costs as- 
sociated with the sale of most items at re- 


tail, except the cost of goods, the retail- 
er’s aim in general should be simply to 
maximize his gross margin dollars. If, 
however, other variable costs are sig- 
nificant they can be added to the cost of 
goods and a calculation made of the 
average variable costs, from which mar- 
ginal cost can be computed. In Figure 9 
the curve CG would merely be replaced 
by an AVC curve. 


Resale Price Maintenance 


Another situation in which the retailer 
feels he has no pricing problem is when 
the manufacturer maintains resale prices 
by means of Fair Trade contracts. Even 
here, however, the retailer may find it ad- 
vantageous to sell above the Fair Trade 
price in some cases, in states where the 
Fair Trade laws call for minimum rather 
than specified prices. In any case the re- 
tailer must decide whether to equate 
marginal cost and marginal revenue or 
to insist upon a customary per cent of 
markup. If he selects the latter he may re- 
fuse to handle, or to push, many low 
markup items which would actually be 
very profitable to him. 

The price policy appropriate for a 
manufacturer using resale price main- 
tenance is illustrated in Figure 10. At any 
given retail price, P, which he may set, 
he will have an AR curve determined 
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by the retailers’ attitudes towards the 
amount of markup resulting from the 
price at which he sells to them. At low 
markups some dealers will refuse to 
handle the item, and others will hide it 
under the counter. At relatively high 
markups dealers will push the item and 
will be able to sell more than consumers 
would otherwise take at the given retail 
price. The manufacturer should calculate 
his optimum price by computing MR 
from this AR curve and equating this 
with his MC. He should do this with the 
AR curve associated with each retail 
price and then select the combination of 
retail and wholesale prices that will re- 
sult in maximum profit for him.” 


Quantity Discounts 


Quantity discounts are usually de- 
scribed in marketing texts, and explained 
in terms of the lower unit cost of han- 
dling large orders, or simply the desire 
to increase sales volume. Economic analy- 
sis of the quantity discount policy would 
focus on the theory of price discrimina- 
tion. With reference to this theory, a 
quantity discount schedule, open to all 
buyers, is a very rough device for price 
discrimination, and should not be used 
if the laws allowed freedom of discrimi- 
nation. Instead, the seller should estimate 
the demand curve of each buyer, and of- 
fer each the price (or prices) that would 
maximize the seller’s revenue in respect 
to that buyer.’? This might well mean 
lower prices for some small buyers than 
for some large ones, depending on the 
elasticity of their demand curves. 

Figure 11 illustrates a case in which 

"For a fuller discussion see E. R. Hawkins, “Ver- 
tical Price Relationships,” ch. 11 in Reavis Cox 
and Wroe Alderson (ed.), Theory in Marketing 
(Chicago: Richard D. Irwin, Inc., 1950). 

“If the buyer is in a monopsonistic position he 
does not have a demand curve in the Marshallian 


sense, but it is possible to estimate how he will 
respond to various price offers. 


AR, AR: 


Units 


FIGURE 11 


the large buyer’s demand curve is inelas- 
tic in the significant range, while the 
small buyer’s curve is quite elastic. It 
would therefore be foolish to offer them 
a quantity discount schedule that would 
give the large buyer lower prices than 
the small one. The large buyer would 
take almost as large a quantity at high 
prices as at low ones, while the small 
buyer will not. This may not be a usual 
situation, but it is a possible one, and in- 
dicates that the seller should consider 
the elasticities of demand rather than 
adopt an arbitrary discount schedule. 

The correct theory of price discrimina- 
tion, where each buyer is to be offered a 
different price, has been outlined by Mrs. 
Robinson.'* It indicates that the seller 
should equate the marginal revenue from 
each buyer with the marginal cost of the 
entire output. 

Different costs of selling to different 
buyers can be taken into account by com- 
puting the AR curves as net average 
revenue curves, after deduction of the 
variable costs associated with the par- 
ticular sales. And it would still be pos- 
sible that the large buyer should be 
charged a higher price than the small 
one. 

Some economists have used the term 


“Joan Robinson, The Economics of Imperfect 
Competition (London: Macmillan Co., 1933), p. 182. 
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“quantity discount” to refer to a situa- 
tion, unusual in marketing practice, in 
which each buyer is offered a quantity 
discount scale tailored to his own de- 
mand curve.* Of course a “quantity dis- 
count” of this kind would usually pro- 
duce more net profit for the seller than a 
single price to each buyer, since it is an 
approach toward the maximum profit 
situation of perfect price discrimination, 
in which each buyer would be charged 
the highest price he would be willing to 
pay for each successive unit he bought. A 
seller may be attempting to gain some of 
the advantages of this type of pricing 
when he constructs a general quantity 
discount schedule with an eye to its ef- 
fects on certain large buyers. In so doing, 
he would have to take care that the gain 
would not be cancelled by the adverse 
effect of the schedule on his net profits 
from other buyers. 


Geographic Pricing 


While some economists have long been 
concerned with the geographic aspects 
of pricing, and this interest has recently 
been spreading, on the whole marketing 
specialists and economic geographers 
have regarded the spatial aspects of eco- 
nomics as their own province. Unfor- 
tunately they have developed theories 
which do not include the essential eco- 
nomic aspects of the problem. Figure 11 
may be used to illustrate some of the 
problems of geographic pricing. If the 
AR curve of each buyer is taken as a net 
average revenue curve, after deduction 


of transportation costs, then it is clear. 


that the nearer buyer should not neces- 
sarily be given the lower delivered price. 
The elasticity of each buyer’s demand 
curve is the important factor which 
should be considered. As has been indi- 

“James M. Buchanan, “The Theory of Monopo- 


listic Quantity Discounts,” Review of Economic 
Studies, v. XX, no. 3, 1952-3. 


cated by Mrs. Robinson, the correct net 
price to each buyer would equate the 
seller's marginal revenue with the margi- 
nal cost of his entire output.!® 


While the Robinson-Patman Act does. 


not permit the free price discrimination 
that would maximize the seller’s profit, 
it does allow some discretion in pricing. 
The seller is not permitted to employ 
price differentials greater than his cost 
differentials, but he is free to give dis- 
counts less than the amount of cost sav- 
ing to him. Moreover, he is allowed some 
discretion to employ price differentials 
when the buyers are not in competition 
with each other, or where he himself is 
“meeting competition.” He may also, of 
course, discriminate by selling slightly 
different products, under different brand 
names. 


CONCLUSION 


The discrepancy between economic 
theory and actual pricing policies, as ob- 
served by marketing specialists, is more 
apparent than real. Most of the pricing 
behavior reported by marketing students 
is quite consistent with the general 
theory of monopolistic competition, and 
can be integrated with that theory. A 
considerable gain can be made on both 
sides if this integration is accomplished. 
Economists need to know more about the 
pricing policies actually used by business- 
men. On the other hand, marketing stu- 
dents can understand these policies bet- 
ter if they appreciate the theoretical basis 
for them. Most of the “‘price policies” de- 
scribed by marketing specialists are 
merely special cases of the general theory 
of monopolistic competition. If so re- 
garded, not only would clarification re- 
sult, but perhaps additional insight would 
be gained regarding the advantages and 
disadvantages of each policy, and the situ- 
ations to which they are appropriate. 


* Joan Robinson, loc. cit. 
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MATCHED SAMPLES 


ALLAN GREENBERG 
Grey Advertising Agency 


N attempting to measure the effective- 
I ness of a given stimulus a researcher 
has a choice of many study designs. One 
of the most frequently used experimental 
methods is to set up two equivalent 
groups, expose one group to the stimulus 
and measure the differential existence 
of the effect between the exposed group 
and the control group.’ This design is 
based on two underlying assumptions: 


a. The two groups were equal in all factors 
related to the reaction being measured 
before the stimulus was applied; and 

b. The control group will show the effects 
of all other operating factors except 
those of the stimulus. 


Similar assumptions apply when both 
groups are subjected to different stimuli 
or where more than one stimulus and a 
control are used. 

One difficulty in using this design in 
market research resides in the fact that it 
is not usually possible to manipulate 
human beings so that all other relevant 
factors are exactly equal except the 
stimulus. A variation of the method is 
more generally used. A group which is 
known to have been exposed to the stimu- 
lus is matched with one which has not 

*See Greenwood, Ernest, “Experimental Soci- 
ology,” King’s Crown Press, 1945 for detailed de- 
scriptions and analyses of the most frequently used 
social science designs. See also Hovland, Lumsdaine, 
Sheffield, “Experiments in Mass Communication,” 
Princeton University Press, 1949; Stouffer, Samuel 
A., “Some Observations on Study Design,” Ameri- 
can Journal of Sociology, June, 1950; and Payne, 
Stanley L.; “The Ideal Model for Controlled Ex- 
periments,” Public Opinion Quarterly, Fall 1951. 
Stouffer has shown that the above design is only a 
deviation from the model “before-after” controlled 


experiment in that only the “after” measurements 
are available. 


been exposed. Thus, we might have one 
group which was exposed to a TV pro- 
gram and another group which was not 


exposed. The two groups—the “‘exposed” ~ 


and the “non-exposed”—would then be 
matched on those characteristics thought 
to be most closely related to the action 
being measured, in this case purchase of 
a particular brand.? Similarly, we can 
have one group which buys a given brand 
and another group which does not. In the 
first instance we would be attempting to 
determine the effect of exposure to a 
given TV program on buying, while in 
the second instance we might work back- 
wards to determine which media had the 
greatest effect on purchasing.® 

There are certain hazards in using this 
design, the most important of which are: 


a. A priori judgments as to the important 
factors for matching have to be made. If 
relatively unimportant factors are used, 
the matching effectiveness to that extent 
is diminished.* 

Matching on height, weight and fre- 
quency of visiting a doctor would be 
meaningless if one wanted to deter- 
mine the effectiveness of a public serv- 
ice broadcast on voting and yet these 
factors might be important in deter- 
mining the effectiveness of a health 
program. 


* This design is probably the one most frequently 
used in market and advertising research although 
not the only one. For instance, the utilization of 
“total populations” has successfully been used (see 
“Why Sales Come in Curves,” National Broadcasting 
Company, 1953, as one example). 

* Both designs, however, are considered variations 
of the ex post facto type of experiment by Green- 
wood, op. cit. 

“See discussion in Jahoda, Deutsch, Cook “Re- 
search Methods in Social Relations,” Dryden Press, 
1951, Chap. III. 
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b. It has to assume that self-selective factors 
have not been operating or have oper- 
ated to such a small extent that they will 
not destroy the presumed equality of the 
two groups.® 

As an example, in the early days of TV 
many studies were made utilizing 
matched samples of TV owners and 
non-TV owners. Differential purchase 
rates of advertised products were inter- 
preted as TV’s effectiveness. However, 
it may well have been a factor such as 
susceptibility to advertising operating. 
The early purchase of a TV set in it- 
self may be a reflection of this suscepti- 
bility. Differential purchase rates may 
have been related to this factor rather 
than to TV advertising effectiveness 
per se. 

c. If matching is done on the basis of mar- 
ginal totals only, cellular proportions 
may be unequal despite the marginal 
equality.® 

Matching cellularly for any large num- 
ber of factors requires tremendous 
sample sizes.7 


CasE ILLUSTRATION 


During the course of a study at the 
Grey Advertising Agency, the oppor- 
tunity arose to test whether setting up 
four random sub-groups under condi- 
tions which eliminated the hazards of the 
more commonly used design did in fact 
result in matched groups on those fac- 
tors thought to be most importantly re- 
lated to the subject under study.® 


* See Jahoda, etc. op. cit., Pages 83-84. 

*See Jahoda, etc., op. cit. pages 79-80 and “NBC 
Study of Radio’s Effective Sales Power,” Nat'l. 
Broadcasting Co., 1952. 


of Radio’s Effective Sales Power” op. cit. 

*The problem has been posed by Jahoda, etc. in 
op. cit. (p. 80-81) as follows, “How, then, shall we 
achieve the equivalence of groups? The answer is 
to randomize. Random assignment of individuals 
to experimental and control groups entails the use 
of procedures which give each individual (within 
the universe being studied—wziter’s insertion) an 
equal chance of being assigned to any group. The 
procedures are such that any selection based—either 


* Greenwood, op. cit. Chap. VIII and “NBC Study ~ 


Survey Design 


The problem was to determine the 
consumer acceptability of a change in 
name of a baby powder. The primary 
market for this product is made up of 
mothers of infants up to 18 months of 
age. 

The method of measuring the accepta- 
bility of the change in name was to offer 
free to each mother, ostensibly as a re- 
ward for answering a long series of ques- 
tions in relation to her practices with her 
baby, a choice between two cans of the 
product, one of which was a competing 
product. Used in this study were two 
competitive products, plus the client’s 
old product and the new product. The 
test set-up was the following: 

Old Product 
Sample I vs. 

Competitor A 

New Product 


Sample II vs. 
Competitor A 


Old Product 
Sample III vs. 
Competitor B 


New Product 
Sample IV vs. 

Competitor B 
The point of measurement was the de- 
gree to which the New Product was ac- 
cepted against competition compared 
with the acceptance of the Old Product. 
For this, it was imperative that the sam- 
ples be closely matched as it was expected 


consciously or unconsciously—on the investigator's 
judgment is ruled out. The chance assignment of 
individuals to the different groups theoretically pre- 
cludes the possibility of systematic or non-random 
differences between the groups so selected. This 
does not mean that the experimental and control 
groups will be exactly alike, but rather that what- 
ever differences exist are the result of chance alone. 
The assumption is that, given a sufficiently large 
number of cases chance differences are likely to 
cancel each other out.” 

In essence it is this assumption which is being 
checked in this study. 
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that the differences between the groups 
would be small. The study was designed 
to give four matched samples—matched 
before the stimulus of the cans was ap- 
plied—two for the Old Product plus two 
for New Product. 

The survey design was simple. Three 
female interviewers interviewed mothers 
in three locations in the New York City 
area. The three locations were Stuyvesant 
Town (representing middle income 
apartment dwellers), a City Housing 
project (representing lower income 
mothers) and Levittown (representing 
middle income private home owners). 
The design called for each interviewer 
to interview the same number of mothers 
in each development in each sample 
group. The reason for this was to con- 
trol by equalization and at the same time 
to minimize any interviewer bias. The 
plan called for a total of 600 interviews, 
200 in each location; 150 in each of the 
4 samples. 

Interviewers were closely supervised in 
the field. All interviewing took place at 
the same time with all three interviewers 
in one location. Mothers were inter- 
viewed outside their home or in the area 
circumscribed by the housing project ex- 
cept when the weather necessitated going 
door-to-door. 

Mothers to be interviewed were chosen 
arbitrarily as they were encountered in 


‘front of their homes. It would have been 


considerably more costly and time con- 


suming to conduct systematic interviews — 


door-to-door to find mothers of infants; 
nor would this necessarily have added 
anything to the study. The sample of 
women interviewed was not meant to be 
a representative sample of all mothers of 
infants up to 18 months of age, or even 
of all mothers living in the projects. The 
study called for a large group of potential 
customers for the product, divided into 
four groups on some systematic basis with 
each group being subjected to a different 


stimulus. The important point was to ob- 
tain four matched groups before apply- 
ing the stimulus. 

Analysis of the addresses of the women 
interviewed (obtained to send them sam- 
ples of the product) indicated that this 
method of interviewing for this particu- 
lar study achieved its purpose. Practically 
all the mothers interviewed lived in the 
area outlined. Regardless of the two cans 
offered to the women as a reward for an- 
swering, the questionnaire was the same 
except for color of paper. Interviews with 
a particular set of cans were grouped by 
fours. Thus, the first four mothers were 
interviewed and were offered the Old 
product vs. Competitor A, the next four 
the Old product vs. Competitor B, etc. 
The order of the sets of cans offered 
mothers was systematically rotated by the 
three interviewers. Each interviewer used 
the same approach and as far as possible 
the same interviewing technique. Be- 
cause of the different speeds with which 
each interviewer worked, the outlined 
quotas were not completely achieved by 
each interviewer. 

The reason underlying this part of the 
analysis of the data is that if matched 
samples cannot be obtained under strictly 
controlled conditions with a homogene- 
ous population, systematically assigned to 
stimulus groups before the stimulus is ap- 
plied,® then the use of matched samples 


* A measurement of the biasing effect of the stimu- 
lus was built into the study. It will be recalled that 
in two of the four samples the Old product was 
shown together with Competitors, “A” in one case 
and Competitor “B” in the second case. At the very 
end of the interview the mother was shown the New 
product and asked to state a preference for the New 
vs. the Old product. Conversely, in the two samples 
where the New product was shown with the com- 
petitors, the Old product was shown at the end of 
the interview and a choice between the Old and New 
was obtained. If there was no bias due to the fact 
that half the mothers had been shown the Old prod- 
uct with competitors or the New product against 
the competitors, then the preferences of the mothers 
should be the same in all four samples. The results 
show the extent of bias. 
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with non-homogeneous populations as 
generally used in market research is open 
to serious question. Conversely, however, 
obtaining matched samples under con- 
ditions such as existed for this study does 
not diminish the need for empirically 
checking matched groups when other de- 
signs and populations are used. 


10% level of probability, we would reject 
the hypothesis and conclude that the dif- 
ferences were significant. The reason for 
using this high level as a criterion was to 
maximize the assurance that in accepting 
the variations between samples as chance 
variations we were not utilizing a statisti- 
cal artifact. 


% Preferring Old 
to New Product 


OLD PRODUCT shown with Competitor A first 
OLD PRODUCT shown with Competitor B first 


NEW PRODUCT shown with Competitor A first 
NEW PRODUCT shown with Competitor B first 


41 
41 
go 
33 


If the samples are sorted further into 
those who chose the Old Product in pref- 
erence to the competitors and those who 
chose the New Product in preference to 
the competitors, the differences are even 
much greater. Thus we can only conclude 
that exposure to the stimulus of the Oldor 
New product predisposes a mother to- 
ward a given choice in any futher meas- 
urements. 

The statistical measurement used in 
testing the equality of the four samples 


Characteristic 
Age of mother 
Number of children 
Ages of children 
Sex of children 
Use of baby oil 
Use of baby powder 
Use of baby lotion 
Brands of baby powder used 
Knowledge of proposed name 


was chi-square on the assumption of 
the null hypothesis that the differences 
between the four samples were not signifi- 
cant. We took as our criterion the 10% 
level of significance. If X? was greater on 
any characteristic than the X? value at the 


The factors on which we checked the 
four samples were: 


age of mother 

number of children (of all children) 

ages of children ( of all children) 

sex of children (of all children) 

use of various baby products 

use of competitive brand of product under 
study 

knowledge of proposed brand names?°® 


The results of the chi-square analysis 
were as follows: 


X?* Df. Significance Level 

6.0 6 Between .30-.5014 
3.8 6 Between .70-.80 
16.2 15 Between .30-.50 
1.2 3 Between .70-.80 
1.6 3 Between .50-.'70 
4 3 Between .go-.95 
2.3 3 Between .50-.70 
6.0 6 Between .30-.50 
1.8 3 Between .50-.70 


The high probabilities of chance oc- 
currence of differences as large as those 


* At time of study other product in client’s line 
bore the same name as the one contemplated. 

“To be interpreted as the probability being go 
out of 100 that the variations between the samples 
were chance variations. 
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obtained could only lead to an acceptance . 


of the null hypothesis. For practical 
purposes, the four samples could be con- 
sidered as “matched,” particularly on 
those characteristics most pertinent to 
the study conducted. Whether they would 
be matched for a study on a product out- 
side the specific area investigated would 
have to be empirically determined. 

A few uses and limitations in relation 
to this design should be mentioned. Al- 
though some difficulties in matching sam- 
ples are eliminated, other problems still 
remain. At what level of significance do 
we “accept” the null hypothesis? What if 
one or two factors are below the signif- 
icance level? Projection of the results 
from a design of this type to a larger 
population are dependent on the degree 
of representativeness of the samples. 

Further, where the stimulus is de- 
pendent upon the situation in which it is 
applied care has to be taken in the infer- 


“Strictly speaking, in the statistical sense, the ac- 
ceptance of a null hypothesis does not necessarily 
mean that the null hypothesis is true. We can only 
reject a hypothesis if the probabilities of chance 
occurrences of the differences are less than the cri- 
terion set up or say, alternately as in this instance, 
there is no conclusive evidence that the hypothesis 
is false. In the case illustrated, the null hypothesis 
was that the differences were not significant (that 
the true differences are zero). The X’s turned out 
to be smaller than the criterion. Thus we did not 
reject the hypothesis nor could we say the hypothe- 
sis was true. In fact, a significance level of .50—.70 
means there are still go to 50 chances out of 100 
that the differences are not chance differences. Be- 
cause the probabilities were high that the differ- 
ences could be chance differences and because of the 
consistency on all factors measured, we gained 
greater assurance in making the admittedly judg- 
mental decision that for practical purposes all the 
variations between the samples could be considered 
chance differences. To be certain the significance 
level would have had to be at least .95. 


ences which are made from the survey 
results in relation to other situations. 
Apart from these considerations there 
is the question of when this design can 
be used in marketing research. It should 
be obvious that the most effective use 
occurs when the stimulus is applied and 
the measurement is made directly after 
the application, as in the survey de- 


scribed. When the measurement is made > 


at some later date the assumption has to 
be made that all other factors, related to 
the effect being measured, have operated 
equally on each of the matched groups. 
In most instances in market research 
studies the assumption has to be made 
with no empirical evidence to validate it 
because of the impossibility of control- 
ling all other factors. This type of design 
can also be used effectively when the 
characteristics the groups are to be 
matched on are uncertain, difficult, or 
impractical to measure. 

Despite the limitations, the research 
technique outlined offers a procedure 
which allows for a more experimental 
approach in many market studies. 


CONCLUSION 


The outlined study demonstrated the 
feasibility of obtaining matched samples 
among a homogeneous group with a sim- 
plified design where the interviewees can 
be assigned on some systematic basis to 
one or another sample group before the 
stimulus is applied. Some of the hazards 
involved in matching samples subsequent 
to a stimulus are avoided. A few of the 
limitations and the uses of this type of de- 
sign in market research studies are given. 
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wes Congress passed the Robinson- 
Patman Act in 1936 its avowed pur- 
pose was to stop the granting of discrimi- 
natory prices to favored buyers under cir- 
cumstances in which the Clayton Act 
had been ineffective. One of the means 
adopted was to place guilt on the buyer 
as well as on the seller where an illegal 
discrimination occurred. Section 2(f) of 
the Act which was designed for this pur- 
pose provided “That it shall be unlawful 
for any person engaged in commerce, in 
the course of such commerce, knowingly 
to induce or receive a discrimination in 
price which is prohibited by this sec- 
tion.” Congress believed that this sec- 
tion would help sellers resist special 
price demands by large buyers.? 

In the seventeen years following the 
passage of this act the Federal Trade 
Commission issued a number of orders 
under the provisions of section 2(f), but 

* As used in this quotation “section” refers to the 
entire section 2 of the Clayton Act as amended by 
the Robinson-Patman Act. See infra for discussion 
of types of price discriminations that are prohibited. 

*In presenting a report on the Robinson-Patman 
bill to the House a congressman explained: Section 
2(f) “. .. makes it easier (for the manufacturer) 
to resist the demand for sacrificial price cuts com- 
ing from mass-buyer customers, since it enables 
him to charge them with knowledge of the illegality 
of the discount, and equal liability for it... .” 
Quoted in Automatic Canteen Company of Ameri- 
ca v. Federal Trade Commission, U.S. Supreme 
Court, No. 89—October Term, 1952 (June 8, 1953) 
p. 12, footnote. This reference, and all others to the 


Supreme Court decision in this case, refer to the ad- 
vance “slip decision” report of the case. 
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there was no court test of the buyer’s 
liability until the Automatic Canteen 
Co. decisions by the Circuit Court in 
January, 1952 and by the Supreme Court 
in June, 1953. The latter decision is of 
importance for two reasons: (1) It is the 
first Supreme Court interpretation of the 
buyer’s liability clause; as such it clarifies 
the legal position of the buyer who in- 
duces or receives a discriminatory price. 
(2) It implies attitudes of the Court 
toward the broader issue of Robinson- 
Patman Act enforcement as part of gen- 
eral anti-trust policy. It is the purpose 
of this article to discuss these two points. 


THE Law 


To understand the issues in the case it 
is necessary to refer to sections 2(a) and 
2(b) as well as 2(f) of the Robinson-Pat- 
man Act. Section 2(a) makes it illegal for 
a seller to discriminate in price between 
different customers buying commodities 
of like grade and quality if the effect is 
substantially to lessen competition. Sec- 
tion 2(b) states that the Commission 
needs only to show that a price discrim- 
ination as described in 2(a) has occurred 
and the burden of justifying the differen- 
tial shifts to the person charged with the 
violation. There are three provisos under 
which price differentials can be so justi- 
fied: (1) the differential does not make 
more than due allowance for savings in 
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cost of manufacture, sale, or delivery; 
(2) the differential given is in response 
to changing conditions affecting the 
value of the goods; (3) the low price is 
made in good faith to meet an equally 
low competitor’s price. 

Section 2(f) then makes it unlawful for 
buyers “. . . knowingly to induce or re- 
ceive a discrimination in price which is 
prohibited by this section.” 


BACKGROUND OF AUTOMATIC CANTEEN 
Co. CaAsE 


The Automatic Canteen Co. is a dom- 
inant firm in the sale of confectionary 
products throug! vending machines. As 
such, its operations can be divided into 
two parts, the developing and leasing of 
vending machines to distributors and the 
purchase of confectionary products for 
resale to distributors who sell to the pub- 
lic through some 230,000 automatic vend- 
ing machines. The original FTC com- 
plaint was in two counts. Count I charged 
violation of Section 3 of the Clayton Act 
through the use of exclusive dealing con- 
tracts in the leasing of vending machines. 
Count II charged violation of Section 
2(f) of the Robinson-Patman Act through 
knowingly inducing and receiving price 
discriminations in the purchase of con- 
fectionary products. The company ap- 
pealed both counts but the Circuit Court 


-sustained the FTC.? Automatic Canteen 


Co. accepted the decision on Count I but 
took Count II to the Supreme Court. It 
is with Count II that the rest of this 
article will be concerned. 

According to the Commission findings, 
Automatic Canteen Co. knowingly in- 
duced and knowingly received prices that 
were from 1.2% to 33% lower than those 
paid by competitors. These differentials 
were obtained from about 8o of its 115 


* Automatic Canteen Co. v. FTC, 194, F. 2d 433 
(CAA 7, January 18, 1952). 


suppliers.* These price differentials were 
obtained in three different manners: (1) 
by informing the supplier of the prices 
and terms of sale that would be accept- 
able; (2) by refusing to buy unless the 
price was reduced below prices at which 
a particular supplier sold the same mer- 
chandise to others; and (3) by trying to 
convince the supplier that savings would 
accrue in selling to Automatic Canteen. 
For example, in dealing with Curtiss 
Candy Company, the company claimed 
that Curtiss could make the following 
savings in its sales to Automatic Can- 
teen:® 


Alleged Savings Savings to Curtiss 
Freight savings 6% 

Sales cost savings 7 
24-count cartons savings 5 


Return and allowance savings 1 
Free deals & samples savings 8 


Total savings 27% 


Since the buyer (Automatic Canteen 
Co.) knew that it was being favored over 
other buyers, the Commission held that 
a prima facie case of violation under sec- 
tion 2(f) was established. This would 
place the buyer in the same situation as 
a seller, and would place on the buyer 
the burden of justifying the differential 
on the basis of one of the provisos in sec- 
tion 2(a) or 2(b), e.g., savings in cost. The 
buyer contended, however, that the Com- 
mission had not proved that it knowingly 
induced price reductions that were 
greater than the cost savings in selling to 
it. The dispute then centered around the 
question of who (the FTC or the buyer) 
must introduce evidence as to the buyer’s 
knowledge of the relative size of the cost 
savings and the price differentials.* Thus, 

* Ibid., p. 435. 
5 Automatic Canteen Co. v. FTC, US. Supreme 
Court, No. 89—October Term, 1952 (June 8, 19538) 


Dissenting Opinion, p. 3. 
*The dispute might, in other cases, involve the 
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the case did not hinge on whether or not 
the prices received by the buyer were 
illegal, but rather on the question of who 
had the burden of furnishing evidence. 


‘THE SUPREME CourtT DECISION 


The Supreme Court reversed the de- 
cision of the Court of Appeals (thus re- 
versing the FTC) and remanded the case 
to the Federal Trade Commission for 
“such further action as is open under this 
opinion.” The Court did not give an 
opinion as to whether the prices received 
by the Automatic Canteen Co. were legal 
but did decide the type of evidence that 
the Commission would have to submit to 
support a cease and desist order. The 
word “knowingly” in 2(f) was interpreted 
in such a way as to make an important 
distinction between cases involving buy- 
ers rather than sellers. 


Distinction Drawn between Buyer and 
Seller 


As noted earlier the Commission 
sought to make the minimum distinction 
between the buyer and a seller. Under 
the Commission interpretation of section 
2(f) it was necessary for the FTC only to 
show that the buyer knew with reason- 
able certainty that the price he received 
was lower than the price to a competitor. 
This would establish a prima facie case 
and place the burden on the buyer to 
justify the differential under one of the 
permitted conditions, e.g., differences in 
cost. 

The Court has altered this minimum 
distinction between buyers and sellers 
since it held that to establish a prima 
facie case against the buyer the FTC 
would have to show that the buyer not 


question of the buyer’s knowledge of the appli- 
cability of either of the other provisos. Since the 
Automatic Canteen Co. decision was primarily con- 
cerned with the cost proviso, that proviso is given 
major emphasis in this article. 


only knew that there was a price differen- 
tial, but also knew (or reasonably should 
have known) that the available defenses 
(such as the cost proviso) were not ap- 
plicable. The interpretation of the word 
“knowingly” contained in section 2(f) 
played a vital role in the Court’s decision. 
In the words of the Court, “we therefore 
conclude that a buyer is not liable under 
2(f) if the lower prices he induces are 
either within one of the seller’s defenses 
such as the cost justification or not known 
by him not to be within one of those de- 
fenses.”? This obviously poses some seri- 
ous enforcement problems to the Com- 
mission as will be brought out later in 
the article. 

In light of the above it is clear that 
there now exists a considerable differ- 
ence between the kinds of evidence re- 
quired of the FTC in bringing action 
against buyers as contrasted to sellers. 
The Court justified this distinction in 
three interrelated steps: 


1. Justification in the language of the 
law was found in the phrase “knowingly” 
which was included in Section 2(f). The 
Court felt the FTC interpretation that 
all that need be known was that the 
prices were different left the word 
“knowingly” almost entirely without sig- 
nificance.® 

2. Furthermore, the FTC argument 
would “comprehend any buyer who en- 
gaged in bargaining over price.”® But in 
the light of “congressional policy as ex- 
pressed in other antitrust legislation . . . 
such a reading must be rejected in view 
of the effect it might have on that sturdy 
bargaining between buyer and seller for 
which scope was presumably left in the 
areas of our economy not otherwise reg- 
ulated.”?° 

* Ibid., Majority Opinion, p. 13. 
* Ibid., p. 10. 


* Ibid., p. 11. 
* Ibid., pp. 12-13. 
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g. The reason behind the rule of evi- 
dence in 2(b) that the seller must dis- 
prove the prima facie case is that the bur- 
den of justifying a price differential 
ought to be on the one “who has at 
his peculiar command the cost and other 
record data by which to justify such dis- 
criminations.”!4 The Court concluded 
that ‘“‘certainly the Commission with its 
broad powers of investigation and sub- 
poena .. . is on a better footing to ob- 
tain this information than the buyer.’’? 


IMPLICATIONS OF 
SUPREME CourT DECISION 


There are at least four important im- 
plications in the Supreme Court’s de- 
cision in the Automatic Canteen Co. case. 


It Will Be Difficult for the FTC to Act 
under 2(f) 


In the dissenting opinion Justice 
Douglas stated: ““The Court’s construc- 
tion not only requires the Commission to 
show that the price discriminations were 
not justified; it also makes the Commis- 
sion prove what lay in the buyer’s 
mind.”28 In the opinion of the majority 
this would rot be difficult to do. The 
Court says that to establish a prima facie 
case the Commission need only show that 
the buyer who received a lower price 
than a competitor knew that the quan- 
tities he purchased and the services he 
received were the same as for the com- 
petitor. Or, if there were variations in 
services or quantities purchased, the 
Commission would only have to show 
that the variations were not large enough 
to warrant the difference in price and 
that the buyer should have known that 
the variations in service and quantities 
were not large enough to give rise to cost 


* Ibid., p. 18, quoted from 80 Cong. Rec. 3500. 
Ibid., p. 18. 


* Ibid., Dissenting Opinion, p. 4. 


savings equal to the price differential 
received. 

The Court appears here to overstate 
the ease with which the Commission can 
typically prove that the buyer knew he 
was receiving a lower price than a com- 
petitor and, further that he knew he was 
buying in the same quantities and re- 
ceiving the same services as that com- 


petitor. Such knowledge would require 


that the buyer know a great deal about 
the seller’s business—enough to prejudice 
arm’s-length bargaining. Yet it was fear 
of just such damage to strong bargaining 
that caused the Court to turn against 
the Commission’s position that the buyer 
should furnish proof that the price differ- 
entials were justified under one of the 
provisos of the Act." 

It is the word “knowingly” which pre- 
sents the real problem. Even though the 
Commission demonstrated the existence 
of an illegal price discrimination there 
is still the very difficult problem of show- 
ing that the buyer had knowledge of the 
illegality. Thus, what is at issue is the 
buyer’s knowledge and likely, in rebut- 
ting the Commission’s case, the buyer 
would attempt to submit evidence which 
had bearing on his state of knowledge as 
contrasted to the almost impossible job 
(for him) of producing evidence that the 
price differential was cost justified. Ex- 
cept in the more extreme cases it is cer- 
tainly not clear as to what the Courts and 
the Commission will accept as evidence of 
“knowingly.” 

Further, it is no longer clear as to what 
evidence will be required in order to es- 
tablish a prima facie case. Certainly the 
Court’s statement (as cited above) pro- 
vides no criteria except perhaps to indi- 
cate that the Commission is not limited 
to any particular line of proof. Logically, 
it can be assumed that the Commission 
would have to ascertain, first, the exist- 


* Ibid., Majority Opinion, p. 6. 
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ence of an illegal price discrimination 
and, second, that the buyer had knowl- 
edge of such a price differential. Since 
this places the Commission in a most diffi- 
cult position it is likely that the Com- 
mission will concern itself only with 
those cases which constitute an obvious 
violation of section 2(f). 

One of the points made by the Com- 
mission against the Automatic Canteen 
Co. was that it had never asked its sup- 
pliers for evidence that price differen- 
tials did not exceed cost savings made in 
selling to it. In view of the Court’s 
opinion the Commission may now have 
to prove that the buyer not only asked for 
such evidence but that he, in effect, 
checked the seller’s books to be sure the 
evidence was correct.1® Furthermore, 
there is some question as to just how 
sellers will react. It can be argued that 
the law will aid sellers in resisting the 
price demands made by aggressive buy- 
ers. The seller can use the claim that the 
price sought is illegal as a bargaining 
weapon with which to secure a better 
price. On the other hand it can be argued 
that no seller has to sell at a price lower 
than he wishes. Thus, if the seller is will- 
ing to close the sale at the price de- 
manded by the buyer, it seems doubtful 
that he (the seller) would openly warn 
the buyer that the price is unlawful and 
thus place the buyer in jeopardy. 

A general conclusion seems to be that 
there will be few instances in which the 


FTC can bring effective action against a 


buyer unless that buyer was, in effect, in 
collusion with a seller to the disadvan- 
tage of one or more of the seller’s other 


* Ibid., p. 6. 

* The Court stated that the mere fact the seller 
told a buyer the price he wanted was unlawful was 
not necessarily evidence that the buyer knew the 
price was unlawful since the seller might be “puf- 
fing” to improve his bargaining position. (Ibid., p. 
19, footnote 24.) 


customers;*? e.g., where a buyer insisted 
on a low price relative to a similar buyer 
regardless of the absolute level of either 
price. 


Federal Trade Commission Has Four 
Avenues Through Which It Can 
Take Action 


Despite the difficulties resulting from 
the Automatic Canteen ruling the FTC 
apparently has at least four avenues 
through which it can proceed to take 
action against buyers. 

(1) It can accept the burden, however 
heavy, of introducing evidence as to the 
buyer’s knowledge that his price differen- 
tial is not justified under any of the pro- 
visos.1* For example, it seems possible 
that the Commission could have won a 
decision against Automatic Canteen Co. 
had it not been interested in establish- 
ing a principle that would have made 
future enforcement easier. The Commis- 
sion might have concentrated on those 
instances where “. . . the respondent re- 
fused to buy unless the price to it was re- 
duced below prices at which the particu- 


* Shortly after the Supreme Court decision The 
Kroger Co., Safeway Stores, Inc. Crown Zellerback 
Corp., and Borden Aicklen Auto Supply Co. filed 
motions to dismiss the complaints charging them 
with knowingly receiving price discriminations in 
violation of section 2(f). (Federal Trade Commis- 
sion, Clip Sheet, July 3, 1953; July 16, 1953; and 
July 23, 1953). The motion to dismiss the complaint 
against Kroger was granted July 6, 1953. (Ibid., 
July 16, 1953). The Commission has commented 
that in view of the Automatic Canteen Co. decision 
it does not appear that the complaint against Safe- 
way can be sustained. (Ibid., July 3, 1953). 

* The Court points out that whenever costs have 
been in issue the Commission has not been content 
with accounting estimates but has required special 
studies “. . . involving perhaps stop-watch studies 
of time spent by some personnel such as salesmen. 
. . .” (Automatic Canteen Co. v. FTC, U.S. Supreme 
Court, p. 7.) It will be interesting to see if the Com- 
mission is as stringent in its requirements of itself. 

The Court does indicate that in a given case it 
might put the burden of introducing evidence on 
the buyer if the Commission could show sufficient 
reason why this should be done. 
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lar supplier sold the same merchandise 
to others.’ It would seem that where 
the buyer did not bargain for an absolute 
price but rather for a price relative to 
that given a competitor that the buyer 
could be charged with knowing his price 
was illegal. After this decision it seems 
that most buyers can and will take steps 
to stay out of such clearly vulnerable 
positions. 

(2) As suggested by the Court the 
Commission may in many cases find it 
not inconvenient to join the offending 
seller and buyer in one proceeding. The 
burden of submitting “cost-savings” 
proof would then fall on the seller rather 
than on the Commission. This still, how- 
ever, would not overcome the difficulty 
that the Commission would have in prov- 
ing that the buyer knew the discount was 
not justified on the basis of cost-savings 
or other provisos of the Act. 

(3) ‘The Commission may concentrate 
its actions against sellers. Judging from 
the paucity of 2(f) cases it has, in fact, 
been following this course. If this were 
to become an avowed policy, the climate 
for enforcement might well be improved. 
A good case can be made for the theory 
that the greatest dissuasion for the seller 
would be an increased probability of his 
being prosecuted, and not having the 
“out” of shifting the responsibility to 
-the buyer. After all, it is the seller’s price 
structure that is discriminatory. There 
is a threat to the bargaining process in 
making the buyer responsible for the 
seller’s price structure rather than leaving 
him free to concentrate on his more le- 
gitimate concern of getting the lowest 
price that he can. Public interest in such 
bargaining has increased as the economy 
has moved from a period in which de- 
flation was a major problem and in which 


* Ibid., Dissenting Opinion, p. 2. 


the potential growth of chains seemed to 
be unlimited.?° 

(4) The Commission can move in a 
number of ways, often in conjunction 
with the Anti-Trust Division, to reduce 
what seems like excessive bargaining 
power for buyers without directly work- 
ing on discriminatory pricing which is a 
result of that bargaining power. One 
method is demonstrated in the Auto- 
matic Canteen Co. case where, by invok- 
ing section 2 of the Clayton Act against 
exclusive dealing, the Commission has 
apparently reduced the bargaining power 
of the company versus its suppliers.” For 
example, the manufacturer of a well 
known candy bar will probably no longer 
be as fearful of losing his established posi- 
tion by not having his product repre- 
sented in the 230,000 Automatic Can- 
teen Co. candy machines. By dealing 
with Automatic Canteen’s distributors 
directly he can hope to get at least par- 
tial Canteen distribution with fewer 
price concessions. 

Another method which may prove ap- 
propriate for some industries (after a 
careful consideration of the public in- 
terest) is to establish quantity limits 
above which discounts are considered 
promotive of monopoly as provided in 
Section 2(a). This procedure will almost 
certainly result in controversy as to its 
merits as it has for the carload limit 
on tires.?? It does, however, have the ad- 
vantage of focusing attention on the over- 
all effects on competition of particular 
buying practices. 

An extreme remedy would be to move 

*” This was the environment in which the Robin- 
son-Patman Act was passed. 

™ The Circuit Court of Appeals supported the 
FTC on this count which did not go to the Supreme 
Court. See 194 F. 2d. 433 (CAA 7, January 18, 1952). 

™ Federal Trade Commission, A Quantity Limit 
Rule as to Replacement Tires and Tubes Made of 
Natural or Synthetic Rubber for Use on Motor 


Vehicles as a Class of Commodity, File No. 203-1, ef- 
fective April 7, 1952. 
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for dissolution of firms possessing buying 
power great enough to obtain discrimi- 
natory prices. Such moves might mean 
sacrifices of advantages of size and pos- 
sibly of performance in favor of different 
market structure. 


“Sturdy Bargaining” Is Favored by the 
Court 


The Court seems much impressed by 
the economic argument that a competi- 
tive system needs “sturdy bargaining”’ be- 
tween buyers and sellers as well as com- 
petition among sellers.?* In arguing that 
“knowingly” means more than just 
knowing that a price cut is received, the 
Court states, “. . . we are unable, in the 
light of Congressional policy as expressed 
in other anti-trust legislation, to read this 
ambiguous language as putting the buyer 
at his peril whenever he engages in price 
bargaining.”** Thus, the Automatic Can- 
teen Co. decision gives increased pro- 
tection to the buyer’s right to bargain 
aggressively for a better price. A con- 


trary decision would have imperiled this. 


right.?5 


23 Automatic Canteen Co. v. FTC, U.S. Supreme 
Court, p. 13. The Court refers to the writings of 
both M. A. Adelman and Corwin Edwards in its 
discussion of “sturdy bargaining.” 

* Ibid., p. 12. 

* This article does not attempt to appraise the 
public interest in sturdy bargaining nor the inter- 
ference of the Robinson-Patman Act with bargain- 
ing. Our primary concern is with the light the Auto- 
matic Canteen Case throws on the meaning and 
probable future enforcement of section 2(f). The 
Court’s interest in sturdy bargaining is significant 
to us because of the effect it may have on rulings 
in future cases under the Robinson-Patman Act. 

Our conclusion does touch upon the challenge 
that the possible interference of the Robinson-Pat- 
man Act with bargaining poses for public policy. 
Readers interested in a fuller treatment may con- 
sult J. K. Galbraith’s highly readable book, Ameri- 
can Capitalism—The Theory of Countervailing 
Power (Boston: Little Brown, 1952). It gives primary 
credit to the bargaining between buyer and seller 
for the excellent results achieved in an economy 
where the markets of sellers are shot through with 
monopolistic elements. 


Strong, arms-length bargaining by the 
buyer might lead him into “unlawful” 
situations if he were held “equally lia- 
ble” with the seller, but under the ruling 
in this case he would have some defense. 
As one example, the buyer might be con- 
vinced that it was cheaper for the manu- 
facturer to sell to him than to the manu- 
facturer’s ‘‘average’”’ customer. The man- 
ufacturer, nevertheless, is selling to all at 
the same price. By “sturdy bargaining” 
the buyer might get a reduction in price 
equivalent to the cost savings relative to 
the “average” customer. The buyer con- 
centrates on the price he pays and does 
not know at the time whether other buy- 
ers in his position have obtained or will 
obtain similar discounts. The seller 
grants no other discounts. Unless the 
“knowingly” question is introduced, the 
buyer is confronted with a prima facie 
case of violation. The only ways that he 
could have avoided this position would 
have been not to bargain aggressively or 
to get together with the seller to agree on 
the seller’s entire price structure. Nei- 
ther alternative is desirable if compe- 
tition between buyers and sellers is to be 
maintained. 

In the second situation the buyer 
could seek a price cut on the belief that 
the demand for the product is more 
elastic than had been thought. He gets a 
low price that will be justified by future 
savings in production costs if his “hunch” 
is correct. If the seller fails to make a gen- 
eral price change, the buyer is again con- 
fronted with a prima facie case of viola- 
tion unless the “knowingly” question is 
introduced. In view of the Court’s in- 
terest in preserving bargaining and in 
view of the buyer’s lack of knowledge 
that others would not benefit from the 
lower price, there seems to be at least a 
possibility that the buyer would be ab- 
solved of violation in this case. 
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Seller’s Burden of Cost Justification May 
Be Lightened 


Newspaper releases immediately fol- 
lowing the Supreme Court decision in 
this case indicated that some doubt had 
been cast on the burden of evidence that 
the seller must bear under 2(b). The 
Court specifically rules out any change 
in precedent relative to sellers.2* The 
Court does, however, spend two pages 
discussing the difficulties the seller faces 
in making a cost justification which is ac- 
ceptable to the Commission.”’ In view of 
the stress placed on this factor by the 
Court, there is a possibility that the 
Commission may be less exacting in its 
requirements in some future cases. This 
is particularly true since the Commission 
may now have to submit cost-savings data 
itself in cases brought against buyers.”* 


SUMMARY AND CONCLUSIONS 


In the Automatic Canteen Co. deci- 
sion the Supreme Court has done much 
to change the concept of “equal liability” 
for buyers and sellers that had been 
thought to exist in the Robinson-Patman 
Act. When acting against sellers under 
sections 2(a) and 2(b) of the Act, the 
Federal Trade Commission has only to 
prove that the seller granted one buyer 
a price differential. The seller then has 
the burden of proving that the differen- 
‘tial was justified under one of the pro- 
visos of the Act. When acting against 
buyers under section 2(f), however, the 
Commission, as a result of this decision, 

* Ibid., p. 15. 

““. .. whenever costs have been in issue, the 
Commission has not been content with accounting 
estimates; a study seems to be required, involving 
perhaps stop-watch studies of time spent by some 
personnel such as salesmen and truck drivers, 
numerical counts of invoices or bills and in some 
instances of the number of items or entries on such 
records, or other such quantitive measurement of 


the operation of a business.” Jbid., p. 7. 
* See supra. 


must prove two things: (1) the buyer re- 
ceived a price differential; and (2) the 
buyer knew that the price received was 
a lower price than that received by his 
competitors and the buyer knew the 
lower price was not justified under any 
of the provisos. 

There seems to be little doubt that the 
Commission will now have a very diffi- 
cult time bringing successful action 
against buyers under 2(f). The Commis- 
sion seems more apt to bring action 
against buyers and sellers jointly or to 
concentrate its action against sellers. The 
Commission may act against buyers by 
using the quantity limit rule, or, in ex- 
treme cases, by acting to dissolve large 
buyers. By acting with the Anti-Trust 
Division the Commission may bring ef- 
fective action against buyers under other 
anti-trust legislation. 

The conflicting ideas of the Court and 
the FTC in this case represent a chal- 
lenge to economists, legislators, and anti- 
trust enforcement personnel alike as to 
the specifications of a “workably com- 
petitive” economic system. The Court 
stressed the importance of the sturdy bar- 
gaining between seller and buyer in 
arriving at its decision as contrasted to 
the Commission which sought a ruling 
that would make easier the enforcement 
of competition on more equal terms be- 
tween sellers.”® 

The Court’s interpretation seems to 
place direct emphasis on “performance” 
characteristics, in this case the downward 
pressure on candy bar prices and the 
greater flexibility in the prices that could 
result from less restriction on the bar- 
gaining process between buyer and seller. 
The Commission’s goal is better de- 


* The sellers it was particularly concerned with 
in this case were those candy distributors in com- 
petition with Automatic Canteen Co., both in buy- 
ing and selling candy bars. 
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scribed in terms of market structure.®° If 
the legal risks in bargaining for buyers 
(here, candy distributors) are high, then 


* By structure we refer to the characteristics of a 
market (industry) which limit the power or control 
exercised by individual firms. These characteristics 
include (the quality of each that is conducive to 
little power and traditionally competitive behavior 
is given parenthetically): number of firms (large), 
size of firms and market shares (small), formal or 
informal collusive agreements (none), homogeneity 
of the product (nondifferentiated), barriers to entry 
(slight), and inter-industry competition (consider- 
able). 

By performance we refer to the type of business 
behavior desirable from the standpoint of public 
interest. Criteria in the literature include: progres- 
siveness of process and product technology, prompt 
passing on of reductions in cost, efficient adjustments 
of capacity to output, and the avoidance of a waste 
of resources in selling activities. 

Conflicts between structure and performance as 
goals for anti-trust policy and the need for a syn- 
thesis have been well pointed up by Edward S. 
Mason in “The Current Status of the Monopoly 
Problem in the United States,” Harvard Law Re- 
view, 62 (June, 1949), pp. 1266-1285. 


there will be less bargaining and the 
elimination of buyers who would have 
come out poorly in the bargaining proc- 
ess is made less likely. The number of 
competitors will thus be larger and the 
quality of competition, in so far as it 
depends upon the number of competi- 
tors, will in the long run be improved. 
The concensus of economists has been 
that both performance and structural 
characteristics deserve consideration. 
This case taken alone would suggest that 
the emphasis on performance is likely to 
produce better economic results. The 
dangers of too few sellers for candy bars 
seem remote especially in view of the 
varied channels used in distributing 
candy bars. More generally, the Commis- 
sion seems left with adequate weapons to 
deal with price discrimination, weapons 
that involve less possible danger to per- 
formance than its interpretation of 2(f). 
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SPECIFICATION BUYING BY THE 
LARGE-SCALE RETAILER* 


WILLIAM T. KELLEY 
Wharton School, University of Pennsylvania 


HE subject of vertical integration has 
ni been studied as an important 
phenomenon of modern economic life. 
Most writers deal with the question of 
mergers, consolidations, holding com- 
panies, and direct acquisition of facilities 
at the remoter stages of production. Lit- 
tle attention has been given, however, to 
one important aspect: what happens 
when one company concludes contrac- 
tual agreements with an independent, or 
non-controlled concern which pledge the 
former to purchase a stipulated propor- 
tion of its requirements from the latter, 
under carefully defined specifications of 
quality, at periodically set price or prices? 
In this arrangement, financial control is 
not involved, nor does the supplier dis- 
appear as a corporate entity. But the re- 
sults of such an arrangement may effec- 
tively secure benefits just as important as 
do the more conventional types of in- 
tegration. 


“SPECIFICATION BUYING” 


There are several terms by which these 
kinds of arrangements are known. The 
one preferred by the author is “specifica- 
tion buying.” Cthers are “known-cost 
buying,” and “basic buying.” The term 
“basic buying” refers to contracts for a 
major proportion of the purchaser’s re- 
quirements for an item with a supplier. 
“Known-cost buying” refers to purchase 
contracts in which unit costs are worked 


* This study is the result of primary research 
by the author. The practices of given specification 
buyers may vary in detail, but the author believes 
that the procedures described are typical and char- 
acteristic of general practice. 


out and agreed on by the parties. “Speci- 
fication buying,” however, contains the 
idea that the purchasing firm exercises a 
rigid control over the quantitative and 
qualitative characteristics of a given 
item. Since this control aspect is such an 
important attribute of the arrangement, 
it well reflects the complex of ideas pre- 
sented below. 


ORIGINS 


It is not clear exactly when specifica- 
tion buying began. A small amount was 
done at various times during the 19th 
Century. However, the instances found 
in the literature seem to represent spo- 
radic ventures, rather than the continu- 
ous use of the practice as a matter of 
policy. 

There are many examples in which the 
great department stores of the latter part 
of the 19th Century integrated vertically 
into the manufacturing field. Marshall 
Field and Company owned many facto- 
ries which supplied both the store in Chi- 
cago and its extensive national dry goods 
wholesaling establishment. R. H. Macy 
& Company did some manufacturing 
through subsidiaries. However, the tend- 
ency seems to have been to purchase mer- 
chandise in one of three ways: procure- 
ment from wholly-owned manufacturing 
subsidiaries; manufacture in a section of 
the store (John Wanamaker’s “work- 
rooms’); or conventional selection on the 
open market with few continuing rela- 
tionships with vendors. 

Some departures from open market 
purchasing seem to have occurred where 
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a store was granted exclusive selling 
rights by certain manufacturers (exclu- 
sive agency agreements) whereby the 
store was granted an exclusive sales 
franchise over a manufacturer’s brand 
of merchandise in a given market area. 
Macy’s had a number of such agreements 
as early as 1892 or 1893.1 

Other instances were where a depart- 
ment store bought the entire stock or 
output of a manufacturer. Thus, Macy 
asserted in an 1892 advertisement that it 
had bought the entire season’s produc- 
tion of a necktie manufacturer. On an- 
other occasion, the store claimed that it 
had taken the entire stock of a silk tex- 
tile factory.? These advertisements, how- 
ever, indicate that these instances in- 
volved unusual opportunities to acquire 
goods at especially low prices. There is 
neither evidence of long-term contrac- 
tual arrangements nor of a careful ne- 
gotiation of specifications. 

Two early examples which seem closer 
to the idea of specification buying oc- 
curred around the turn of the century. 
In the late 18g0’s, at the beginning of the 
bicycle craze, John Wanamaker, im- 
pressed by the high price of the bicycles, 
cast about for a way to bring down the 
price, and get them out of the “luxury 
class.” According to Gibbons,? Wana- 
maker had the patent laws examined by 
his lawyers. He then calculated the royal- 
ties to be paid, and contracted with a 
manufacturer to make a bicycle accord- 
ing to agreed specifications. Wanamaker 
undertook to market the bicycles through 
his store “at merchant’s risk,” and ap- 
parently sold them at less than half the 
price of the standard makes on the mar- 


*Ralph M. Hower, History of Macy’s of New 
York, Cambridge: Harvard University Press, 1946, 
p- 241. 

Ibid., p. 240. 

®* Herbert Adams Gibbons, John Wanamaker, Vol. 
II, New York: Harper & Bros., 1926, p. 91. 


ket.* The biographer is silent on such de- 
tails as volume sold, length of the con- 
tract, and other pertinent matters. 

A second example occurred in 1902. 
Marshall Field & Company contracted 
with the American Warehousing Com- 
pany for the entire output of cotton 
blankets, sheeting, and flannel produced 
in seven subsidiary mills operated in 
Spray, N.C.5 The total volume in ques- 
tion is not revealed, but apparently the 
lack of skilled labor in the newly-de- 
veloped Southern textile regions caused 
trouble on the score of quality. Marshall 
Field specifications were not met in many 
cases, and an inordinate amount of mer- 
chandise was rejected. Within a year, the 
firm was bankrupt, and Marshall Field 
bought in the mills at the bankruptcy 
sale.® Thus, an early experiment in speci- 
fication buying ended in failure due to 
supplier’s inability to produce to the buy- 
er’s standards of quality. 

Specification buying appears to have 
been slight until the middle 1930's. Em- 
met and Jeuck found that Sears, Roe- 
buck and Company started specification 
buying in the “big ticket” lines (such as 
batteries, refrigerators, etc.) in 1935 and 
had extended it to a substantial number 
of lines by 1939.7 The author has found 
no earlier instance in which the policy 
was adopted on a continuing basis. 

In the same period, the technique was 
adopted by other mass merchandising 
concerns, such as Montgomery Ward & 
Co., Western Auto Supply Co., and the 


‘Ibid. Consignment selling was a not infrequent 
practice at this time. The term “merchant’s risk” 
meant that Wanamaker took title and risk to the 
merchandise. 

5 Lloyd Wendt and Herman Kagan, Give the Lady 
What She Wants, Chicago: Rand McNally & Co., 
1952, p. 289. 

Ibid. 

‘Boris Emmet and John E. Jeuck, Catalogs and 
Counters, Chicago: University of Chicago Press, 
1950, p. 398. 
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Kresge Co.® It is not known to what ex- 
tent Montgomery Ward has engaged in 
specification buying. In the case of West- 
ern Auto, specification buying was done 
for certain items, but without long-range 
contracts with suppliers. Kresge, on the 
other hand, seems to have had continu- 
ing relations with certain suppliers.® 


ORGANIZATION OF THE 
SPECIFICATION BUYING FUNCTION 


Let us turn now to a consideration of 
how the large, horizontally integrated 
merchandising firm organizes its specifi- 
cation buying function. Typically, the 
firm is the operator of a chain of stores. 
These stores may be department stores, 
departmentalized specialty stores, or, in a 
few cases, chain specialty stores in a well- 
defined line of merchandise. Adminis- 
trative authority may be centralized, or 
delegated to a territorial organization. 
But in all cases, the merchandising and 
purchasing function is centralized to seek 
economies from buying through a central 
purchasing office. Moreover, specification 
buying is feasible only under such a sys- 
tem, as will be apparent after the char- 
acteristics of the practice have been de- 
scribed below. 

The system of specification buying 
here described does not represent the 
practice of any particular organization. 
Indeed, there are discrepancies in detail 
between the practices and policies of any 
specific concern and this model. How- 
ever, it is believed that the model of be- 
havior described below sheds insight into 
the basic concepts underlying the system. 
Our model will be called “Bigco, Incor- 
porated.” 

Now, assume that a new type of elec- 
tric appliance has been invented. This 
appliance does not represent a radical 


* Fortune, October, 1939, p. 81. 
® Fortune, June, 1940, p. 94. 


departure and present manufacturers in 
the field can readily produce it. When 
the pioneering manufacturer introduced 
the new product under its own national 
brand Bigco kept careful watch of the 
item. It compiled information on how 
the new product was received by the con- 
sumers, what probable sales were, etc. 
Moreover, as different makes appeared on 
the market, Bigco bought specimens, and 
turned them over to its testing labora- 
tory. The laboratory engineers and tech- 
nicians ran performance tests, studied 
construction features, broke each down, 
and made cost estimates. The results of 
these tests were given to the appropriate 
buying division. Meanwhile, the buyers 
had been observing early sales trends. 
Guided by their own observations, and 
the laboratory data, the buying division 
decided whether to add the new product 
to the Bigco line or to wait until: (a) bet- 
ter information as to potential volume 
and profit was available, or (b) Bigco 
could break into the market with its own 
brand acquired under a specification 
buying contract. Where immediate ac- 
tion was deemed appropriate, the buyers 
entered the open market to purchase the 
national brands that they judged the best 
value for the money. 

Sometimes Bigco concludes an interim 
purchasing contract with one of the pro- 
ducers to furnish the new item under 
Bigco’s private brand. Such an arrange- 
ment is meant to be short-term and is 
done simply to extend the Bigco brand 
to the item until specifications can be 
worked out and formal buying arrange- 
ments made. 

After watching the sales of the national 
brands, both within the Bigco stores, and 
externally, and in studying the item’s 
performance in the consumers’ hands, 
Bigco is ready to move. By this time, the 
laboratory has compiled detailed test in- 
formation regarding the merits and dis- 
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advantages of the principal national 
brands. It has definite ideas as to what 
features in the product have most appeal 
to the consumer. At the same time, the 
Bigco development engineers have 
worked out an “ideal” product—one that 
they believe superior to others on the 
market, and one into which they have 
built differentiating features. They have 
worked out the most efficient production 
processes by which the Bigco brand can 
be made. In some cases, working models 
of the item are made and tested not only 
in the laboratory but in the homes of 
representative consumers as well. 

The result of this comprehensive de- 
velopmental work is a detailed set of spec- 
ifications based on the “ideal” product. 
Every element of the product has been 
costed by experts—materials, labor, over- 
head, etc. Even such details as factory lay- 
out, machinery and equipment require- 
ments, and manufacturing techniques 
are studied by the Bigco production ex- 
perts. Now they calculate a “par” or 
standard cost for the product. This “par” 
cost constitutes a good yardstick to use in 
negotiating with prospective suppliers 
and to test whether they are efficient pro- 
ducers. 

Armed with cold hard fact, the buyers 
seek out a supplier to “fill the bill.” They 
have a certain type of firm in mind. Pros- 
pects are visited. Sometimes a big ‘“‘sell- 
ing job” has to be done to convince good 
prospects of the value of collaboration. 
When a prospective source shows inter- 
est, the Bigco buyer goes over specifica- 
tions, production processes, machinery 
and equipment needs, and costs. Where 
the manufacturer produces his own 
brand his costs are compared with the 
“par” costs. If the producer’s costs are 
higher than the Bigco “par” costs (and 
they are likely to be), production men 
of both parties collaborate to get the 
costs down to “par” or near it. 


If the parties now feel that it would be 
to their mutual benefit, a specification 
buying contract is signed. After general 
agreement has been secured, the buyer 
and seller still work closely together. 
Several specific budgets are worked out 
between them. These budgets include: 


(a) overhead budget 

(b) indirect labor and administration 
budget 

(c) direct labor budget 

(d) materials budget 


After these budgets have been deter- 
mined, total costs are calculated and an 
agreed profit rate is incorporated. This 
final cost becomes the billing price of the 
supplier to Bigco. 

Thereafter the initial cost budget is 
adjusted every quarter to reflect changes 
in costs since the last adjustment. The 
adjusted calculation now becomes the 
billing price to Bigco for the ensuing 
quarter. 

In certain instances, Bigco may extend 
the specification buying technique back 
to the supplier of its contractor. Thus, 
the manufacturer of a component of our 
new appliance may be approached by the 
contractor for a specification buying ar- 
rangement. In this case, Bigco assists the 
contractor in negotiating the agreement, 
since Bigco shares in any economies that 
result. 


CHARACTERISTICS OF THE CONTRACTUAL 
ARRANGEMENT 


The typical provisions in a specifica- 
tion buying contract fall into the follow- 
ing categories: 


1. Time 


The length of the contract varies with 
the commodity line, past relationships 
with the supplier, etc. Contracts are for 2, 
3 or 5 years. The time, however, is not 


= 
a 
%. hig 
— 
3 
| 
4 
4 
4 
at 
beh 
x 
Ate : 
jae 
i 


yer 
er. 


ion 


SPECIFICATION BUYING BY THE LARGE-SCALE RETAILER 259 


important. Both parties enter into the 
contract with the intention that it shall 
be a long-run affair. The buyer exercises 
great care in the selection of contractors. 
As long as the arrangement is mutually 
profitable, there is no reason to discon- 
tinue it. Although figures are unavail- 
able, the author has been told by authori- 
tative sources that the turn-over rate of 
contractors is low. This «''ows the in- 
ference that specification buying con- 
tracts have been profitable to both sup- 
pliers and buyers. 


2. Guarantee of Requirements 


The product is carefully defined and 
specified, not only as to quality, but as to 
size and classification, e.g., automobile 
tires, low pressure, four ply, 7.25-15, etc. 
Then Bigco obligates itself to procure a 
certain proportion of its total require- 
ments of that item from the source dur- 
ing the period of the contract. These 
proportions vary greatly. Where substan- 
tial manufacturing cost savings are ob- 
tainable, Bigco may contract for all of its 
requirements from a given source. In 
other cases, requirements may be split 
among several sources. In still other cases, 
only a small percentage of total system 
needs may be filled by one or more 
contracts. In other words, specification 
buying contracts may not always be ex- 


‘clusive with one supplier, but they can 


be. 

Money commitments do not become 
involved until orders are actually placed 
under the contract. Most contracts specify 
that Bigco must notify the supplier a 
certain period in advance, e.g., go days, 
of its “dollar takings” for the period. 
This gives the source time to plan its 
material requirements, operating sched- 
ules, etc. This means that Bigco as well 
must do considerable advance planning, 
and forecast its sales of the item rather 


accurately. In practice, many manufac- 
turers are flexible enough to step up or 
cut back volume within reason on shorter 
notice, and this seems to be done quite 
frequently to conform to the buyer’s 
changing needs. 

The practice of stating future require- 
ments as a percentage of needs, rather 
than as a certain dollar or unit amount; 
relieves the purchaser of much of the 
risk in purchasing ahead. Indeed, if the 
sales volume of an item were to fluctuate 
erratically, it could work considerable 
hardship on the supplier. In practice, this 
seldom happens, for Bigco avoids novel- 
ties, fashion merchandise, and the like; 
specification buying contracts are pretty 
well confined to staple items. Moreover, 
Bigco has assured itself of big volume 
potential before entering into the con- 
tract. Finally, Bigco has tremendous pro- 
motional resources to throw in behind an 
item in trouble. 

This proportionate arrangement ap- 
pears to be responsible for a closer rela- 
tionship between source and _ buyer, 
rather than the reverse. If the manu- 
facturer can make a better product for a 
lower cost, the merchant enjoys success 
with it. As this volume grows, the sup- 
plier is assured his share of the prosperity. 


3. Competitive Clause 


A “competitive clause,” frequently 
found in basic buying contracts, provides 
an escape for the buyer. It allows the spec- 
ification buyer to purchase the item on 
the open market and reduce the source’s 
quota proportionately whenever goods of 
like quality and specifications can be ob- 
tained on the open market at a price 
lower than the contract price. 

Even though distress merchandise is 
specifically exempted, how can a source 
be assured of a market at a remunerative 
price with this threat hanging over its 
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head, especially during a period of price 
demoralization? The answer seems to lie 
in the manner in which this clause is 
interpreted. It is not to be invoked unless 
the lower price is offered by one or more 
responsible suppliers in the field and for 
a reasonably long period of time. In such 
a case, the buyer brings the situation to 
the attention of the supplier under con- 
tract. Representatives of both parties get 
together and try to account for the dif- 
ference. 

A competitor may have a new process 
or improved machinery which reduces 
cost. Bigco works with the source to in- 
corporate the improvement and obtain 
similar cost advantages. Perhaps the situ- 
ation was caused by inefficiencies which 
have crept into the supplier’s organiza- 
tion; these are corrected, if possible. Or 
again, the industry may be suffering from 
a temporary price war. Bigco and the 
supplier will attempt to estimate its dura- 
tion, and probable outcome. Very often, 
the supplier will see the necessity of cut- 
ting his profit to meet this threat, and 
voluntary billing price adjustments are 
made. 

The competitive clause seems to be 
invoked infrequently for the following 
reasons: (a) Bigco is careful to contract 
with the lowest cost suppliers in the 
field: competitors have a difficult time 
undercutting them; (b) the bulk of speci- 
fication buying contracts are made for 
relatively staple items not subject to fre- 
quent price demoralization; and (c) 
Bigco’s suppliers can generally meet such 
threats without seriously impairing their 
profit position. In practice, nearly every 
case in which this clause has been in- 
voked seems to have been in the textile 
field, which is notorious for its chronic 
price demoralization problems. Accord- 
ingly, Bigco keeps out of specification 
buying arrangements in those textile 
fields most subject to demoralization. 


4. Profits and Annual Renegotiation of 
Costs 


Each specification buying contract pro- 
vides for a stated rate of profit for the 
supplier. This margin is calculated on, 
and added to, total projected costs (hence 
basic buying contracts are sometimes re- 
ferred to as “cost-plus contracts’). The 
rate, or percentage, figure is chosen to 
provide, in a general way, a certain rate 
of return on capital invested in the sup- 
plier’s business. For instance, a 5 per 
cent margin over costs may at projected 
sales volume afford a 20-25 per cent 
return on capital. In negotiating profit 
rates with a supplier Bigco may be guided 
by certain studies such as the National In- 
dustrial Conference Board figures, which 
give a picture of what a normal rate of 
return on capital is in a given industry. 

Another factor considered is the degree 
of risk assumed by the manufacturer. If 
a producer has put in a great deal of 
specialized equipment, or a new plant 
which cannot readily be adapted to the 
production of non-specification buying 
lines, he is given a higher profit rate to 
compensate him for his increased risk. 

At the close of the manufacturer’s 
fiscal accounting period, when the rec- 
ords are complete and annual statements 
are ready, Bigco goes over them with the 
supplier. The quarterly projected cost 
estimates are compared with the final 
results and actual cost performance is 
calculated. If recods reveal that total 
costs have been higher than planned, 
Bigco does not make up the difference to 
the supplier. Thus, the rate of profit is 
not guaranteed to the manufacturer. The 
original estimates were set up to make it 
feasible for him to attain it. If he has not 
done so, the answer probably is to be 
found in poor cost control, and some 
degree of deviation from “‘par’’. In agree- 
ing on billing prices for the next quarter 
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the supplier works with Bigco cost and 
production experts to determine why he 
did not “shoot par’. If it was some fault 
of the manufacturer plans are formulated 
to correct it. If the reason was some factor 
outside of the supplier’s control, the new 
billing price is adjusted. 

If the records reveal that the supplier 
had overestimated costs in his projec- 
tions, and had thereby secured a profit 
which worked out to be more than the 
percentage return on his investment stip- 
ulated in the contract, the supplier shares 
the excess with Bigco on a predetermined 
basis. Bigco’s justification for this profit 
split is predicated on two principles: (a) 
Such excess profits often arise because 
Bigco has been able to sell more of the 
item than either Bigco or the supplier 
had anticipated. This resuit came from 
Bigco’s distribution and _ promotion; 
therefore, part of the reward should be 
shared with Bigco. (b) Splitting excess 
profits reduces the incentive of the manu- 
facturer to pad costs at the time of cost 
negotiation. 


5. Quality Requirements 


A “quality clause” stipulates the qual- 
ity specifications of the item. It specifies 
that the quality of merchandise delivered 
under the contract must be up to recited 
specifications. The right of inspection 


.and rejection is secured to the buyer. 


Moreover, if more than a certain propor- 
tion of the items are found to be below 
specification, Bigco may cancel the con- 
tract. A major advantage of specification 
buying is the assurance of product uni- 
formity, and the building in of special 
features which give enhanced consumer 
acceptance. 


6. Cost Definitions 


Each specification buying contract sets 
up precise definitions of each element of 


cost. Methods of determining overhead 
and joint costs are laid down. Account- 
ing and auditing procedures are agreed 
upon. Ceilings are set on specific cost re- 
lationships. For instance, it will be stipu- 
lated that overhead shall come to no 
more than a x per cent of direct labor 
costs, or that research and development 
shall amount to no more than y per cent 
of direct labor and material costs, etc. 


7. Other Clauses 


Other clauses relate to who shall pay 
for freight, who shall warehouse the mer- 
chandise, etc. Some costs are divided be- 
tween Bigco and the supplier, such as re- 
search and developmental costs. Others 
are specifically excluded in figuring total 
costs, such as all advertising and promo- 
tional expenses of the manufacturer. 

Lastly, there are many other clauses 
found in typical specification buying con- 
tracts, dealing with cross-licensing of pat- 
ents, the mechanics of placing orders, 
billing, etc. 


INSTITUTIONAL ARRANGEMENTS 


Although purchasing contracts may be 
made with wholly owned or controlled 
subsidiaries, this paper is concerned with 
arrangements between a purchasing con- 
cern and its supplying entities in which 
the latter are not effectively controlled by 
the former. There are two types of such 
firms with which the specification buyer 
may conclude agreements: the affiliate, 
and the non-affiliate or independent 
company.’° 

A typical arrangement for affiliates in- 


* An affiliate is a company which is not controlled 
by another company, even though the latter has a 
minority stock interest, and under certain conditions 
could secure working control. It is difficult to define 
such a relationship precisely, as shown by A. S. 
Dewing in his The Financial Policy of Corporations, 
5th Ed., New York: The Ronald Press Co., 1953, pp. 
969-70. 


i 
4 
5 


262 


THE JOURNAL OF MARKETING 


volves roughly the following steps. Bigco 
discovers a basically sound concern which 
is in some sort of difficulty—perhaps ad- 
ditional working capital is required, or 
perhaps machinery and equipment have 
become obsolete. The company does not 
have sufficient capital to bring itself up 
to date. Bigco will arrange to underwrite 
a bank loan. Rarely will Bigco have to 
put up its own money; it merely loans its 
credit. In return it takes perhaps 30 per 
cent of the ownership stock, or other se- 
curities. Bigco then details certain of its 
own management men, engineers, prod- 
uct design experts, and other specialists 
to work with the company. These supply 
the needed know-how to bring the con- 
cern’s methods and policies up to date. 
The new money acquired is used to buy 
modern machinery. Previous to this, the 
appropriate Bigco buyer and the com- 
pany’s management were working on a 
specification buying contract which will, 
if successful, provide an assured market 
for the new affiliate’s product. 

There are advantages to be gained on 
both sides. The affiliate gets much- 
needed funds for new machinery and 
equipment. It obtains the services of 
trained specialists whom it could not 
otherwise afford to employ. On the mer- 
chandising end, a better product and 
package are designed. In regards to man- 
ufacturing, new, better processes are 
worked out which will reduce manufac- 
turing costs. As far as management goes, 
Bigco helps to develop a better organiza- 
tion chart and recruit competent people 
for the affiliate. Moreover, the existing 
management is assured of continued con- 
trol, something which it may have been 
in danger of losing prior to affiliation. 

Bigco has the advantage of acquiring 
an affiliate with whom it may work out 
an advantageous buying contract. This 
acquisition has cost Bigco little, since the 
financing was underwritten rathér than 


supplied—none of Bigco’s capital is tied 
up. As long as the management is com- 
petent, Bigco need not worry about oper- 
ation of the plant. It thus avoids “‘spread- 
ing itself too thin,” a constant danger 
for the business giant. 

The other type of concern with whom 
Bigco may arrange specification buying 
contracts, besides the affiliate, is the non- 
owned or independent company. A great 
many of Bigco’s basic buying contracts 
are with such firms. In these cases, Bigco 
does not put up or underwrite new capi- 
tal, nor does it work as closely with the 
company’s management on organization 
and operating problems. Many such con- 
tracts are with major companies which 
are as competent as Bigco in setting up 
and running their operations. In these 
cases, Bigco merely negotiates a contract, 
securing mutual agreement on costs, bill- 
ing prices, and specifications. 

Specification buyers seem reluctant to 
make basic buying contracts for 100 per 
cent of a supplier’s output. They feel 
that there are advantages gained when a 
supplier sells a portion of his volume 
under his own label even though it may 
compete to some extent. In some cases 
additional units of output may reduce 
unit costs on all of the manufacturer's 
output, which benefits the specification 
buyer costwise. The promotion of his 
own brand keeps the producer in better 
touch with the market—he is motivated 
to keep apprised of new trends, new proc- 
esses, etc. Finally, the manufacturer be- 
comes more appreciative of the security 
afforded by his specification buying con- 
tract when he struggles against compet- 
ing brands in the market place. 


SITUATIONS NOT CONDUCIVE TO 
SPECIFICATION BUYING 


The fact that a majority of Bigco’s re- 
quirements are still bought on the open 
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market attests to the fact that specifica- 
tion buying arrangements are not suit- 
able to many lines of merchandise. The 
main reasons for this are as follows: 

1. Strong brand position of manufac- 
turers—there are certain product lines 
where prevailing manufacturers have 
dominant brand positions on the market 
and will not sell to private branders. In 
cases where Bigco’s customers have mani- 
fested strong preference for such prod- 
ucts, Bigco’s buyers accept the product 
as it is, and negotiate the best deal they 
can with the seller. 

2. Own private brand weak—occasion- 
ally Bigco develops its own brand of a 
product, and, despite strong promotion, 
the Bigco brand does not “catch on.” 
The buying division cannot depend on 
its own brand for satisfactory volume 
and, accordingly, must buy competing 
national brands on the open market. 

3. Patents or monopoly of source—Bigco 
is sometimes estopped from making an 
item under its own label because of a 
patent covering the nationally branded 
item. In rare instances, some company 
may control the raw material or semi- 
manufactured sources of supply. 

4. Fair traded merchandise—Bigco avoids 
this merchandise as a matter of policy. 
Sometimes, because of a strong brand 
position, Bigco is forced to stock such 
merchandise despite the disadvantages of 
a minimum resale price stipulation. 

5. Starting a new line—Bigco does not 
pioneer new merchandise. It is too large 
a risk and mistakes prove too costly. Ac- 
cordingly, it lets the national brand man- 
ufacturer pioneer new items. The sale 
and consumer acceptance of such items 
is watched closely. If an item proves out, 
Bigco then puts its own designed features 
into it, and develops a specification buy- 
ing contract with some source. Mean- 
while, during the pioneering period, 


Bigco carries the existing national 
brands; this affords a first-hand oppor- 
tunity to test out the salability of the 
item. 

6. Fashion merchandise—Bigco avoids 
specification buying contracts in the fash- 
ion fields where the merchandiser must 
“move quickly,” taking advantage of sud- 


den price fluctuations, and purchasing. 


from whatever source is “style right.” 


SITUATIONS CONDUCIVE TO SPECIFICATION 
BuYING 


Those merchandise lines in which spec- 
ification buying is most successful gener- 
ally have the following characteristics 
(over and above the absence of the nega- 
tive characteristics just discussed): 


1. Sufficient volume potential—the item 
must be one already accounting for sub- 
stantial dollar volume of sales, or one 
which has positive potential for the de- 
velopment of such volume. This poten- 
tial need not necessarily be stable 
throughout the year. Some of Bigco’s 
most successful specification buying 
items are seasonal ones. In such cases, 
Bigco can often dovetail items of off- 
setting seasonal sales patterns. For in- 
stance, one contractor may make lawn 
mowers part of the year, and snow 
shovels the rest of the time. Where such 
fitting is not feasible, Bigco is sometimes 
willing to assume considerable storage 
and financing burdens to keep its sup- 
plier’s plant busy throughout the year. 

2. Possibility of developing new features 
—one of the key advantages of specifica- 
tion buying is the ability of the buyer to 
specify the quality and design of the 
merchandise accurately and precisely. A 
major reason for Bigco’s success in pro- 
moting its own brands of many lines of 
merchandise is the ability to differentiate 
the Bigco brand; to build in features 
wanted by the consumer and not pos- 
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sessed in the same combinations by com- 
petitors’ brands. 

3. Possibility of improvement in quality 
—Bigco knows that it must, where pos- 
sible, build superior quality into its 
private brand as well as unique features 
of design and performance if it is to 
compete successfully against well-en- 
trenched national brands. This can some- 
times be secured better under specifica- 
tion buying contracts than under open 
market purchase. Rigid specifications 
can be laid down, followed by careful 
inspection, and testing in the Bigco test- 
ing laboratories. The supplier can be 
held accountable for failing to live up to 
specifications more effectively when un- 
der contract. 

4. Potential cost reduction—a basic ele- 
ment of Bigco’s strategy is to undersell 
competitors. Under the stress of higher 
costs all along the line, the price advan- 
tage enjoyed by Bigco comes less from 
lower margins on the goods sold than 
from its ability to acquire the goods at a 
lower cost than can non-integrated firms. 
Bigco must necessarily turn more and 
more to specification buying contracts to 
be able to secure these vast supplies of 
goods at lower costs. 

5. Possible savings in better location— 
Bigco may sometimes advise its contrac- 
tors to move, either closer to important 
raw material sources, or closer to Bigco’s 
volume markets. This can bring sub- 
stantial savings in transportation costs, 
and reduce the amount of capital tied up 
in stocks of materials and finished in- 
ventory. . 


IMPACT ON THE AMERICAN ECONOMY 


On net balance, there is probably some 
truth to the charge that the typical speci- 
fication buying contract imposes some- 
what greater risks and obligations on the 
seller than on the buyer. Against this, 


however, one must consider the advan- 
tage to the seller of an assured sales 
volume for a substantial proportion of 
his goods. In addition to this, the seller 
is relieved of all problems of demand 
stimulation and physical distribution of 
his merchandise through trade channels. 
Thus, a division of labor results: the 
seller concentrates on manufacturing; 
the buyer specializes on marketing. 
Wherever vertical specification buying 
contracts exist in the American economy, 
savings probably result. Contractual func- 
tions between buyer and seller are sim- 
plified; the seller now contacts one buyer 
instead of many. Advertising costs of the 
producer are reduced, or even eliminated 
in those cases where one buyer accounts 
for all of the seller’s output. The con- 
siderable research and technical facilities 
of the integrated buyer are brought to 
bear on the merchandising and produc- 
tion problems of the seller. Betterment 
of production processes and operation at 
capacity volume may bring manufactur- 
ing efficiencies. Better evaluation of con- 
sumer desires and product improvement 
in accordance with these “product fea- 
tures” results in more readily salable 
merchandise. This, in turn, increases 
retail turnover, and reduces returns and 
mark-downs. Thus, improvement in dis- 
tribution efficiency results. Finally, more 
attention to proper plant location in re- 
lation to consuming markets, sources of 
raw materials, and freight rates can effec- 
tuate considerable efficiency in the physi- 
cal distribution of the merchandise 


_ through marketing channels. 


It has often been charged that the spec- 
ification buyer gets a stranglehold on its 
suppliers. It is said that, having destroyed 
or weakened the manufacturer’s own 
brand position in the market place, the 
integrated retailer is then in a position 
to make ever more stringent demands on 
the “captive” producer. The profits of 
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the latter soon disappear, and the buyer 
acquires the seller at the ensuing bank- 
ruptcy sale. 

Although specification buying may 
have had this unhappy result in the early 
days of its employment, its occurrence is 
believed to be rare now. For one thing, 
it is against the policy of the great retail 
firms which practice specification buying 
today: they realize that they are mer- 
chants rather than manufacturers. In 
fact, some have been divesting them- 
selves of manufacturing subsidiaries. 
Another point is that a strong supplier 
who has been allowed satisfactory profits 
is able to organize the manufacturing 
function better, at lower costs, and with 
a better ability to maintain specifications. 
Moreover, as the supplier prospers and 
grows, economies of large-scale produc- 


tion are obtained. Then, there are cases 
in which the specification buying con- 
tract is made with manufacturers as large 
or larger than the buyer; “squeezing” 
such sellers is no light task! Finally, the 
growing attention to public relations 
requires avoidance of ill-treatment of 
smaller suppliers. 


A great number of examples may be © 


shown in which suppliers with a long 
history of specification buying arrange- 
ments with integrated retailers have ex- 
panded and prospered. This would seem 
to attest that the specification buyer is in 
fact considering its source as a partner in 
business which must be treated reason- 
ably. In conclusion, one would appear to 
be well justified in predicting an exten- 
sion of specification buying in our 
economy. 


G 
n- 

es 
of 
er 
id 
of 
ls. | a 
8: 
1g 
n- 
er 
he 
ed 
A 
n- 
es 
to 
1C- 
nt 

at 
1r- 
n- 
nt 
seS 
nd } 
jis- 
re 
re- 

of 
ec 
/si- 

ise 
eC- 
its 
red 
wn 
the 
ion 
on | 

of 


SHORT-CUT METHODS OF FORECASTING 
THE POPULATION OF CENSUS TRACTS 


ROBERT C. SCHMITT* 
Honolulu Redevelopment Agency 


HIs article describes and tests various 

short-cut methods of forecasting the 
population of census tracts and other 
small urban areas. 

Such forecasts are frequently needed 
by market analysts. The success or failure 
of a proposed neighborhood shopping 
center, for example, depends less on city- 
wide growth prospects than on the future 
population growth of its immediate trade 
area. In similar fashion, the capacity of a 
small theater, floor area of a super mar- 
ket, or location of a small medical clinic 
are better geared to forecasts of local 
population increase than to projections 
at the metropolitan level. The inapplica- 
bility of citywide trends to local growth 
patterns may be illustrated with refer- 
ence to the 1940-1950 experience of Hon- 
olulu: the city itself had a population in- 
crease of 38.3 per cent, but eight of the 
city’s twenty-nine census tracts actually 
lost population (one as much as 44.0 per 
cent), while three tracts recorded indi- 
vidual increases well over 100 per cent. 


DESCRIPTION OF METHODS 


Unfortunately, ready-made popula- 
tion forecasts at the census tract or 
neighborhood level are seldom available, 


and the market analyst often lacks the- 


time and resources to make his own pro- 
jections with the time-consuming meth- 
ods generally preferred for such local 
forecasts. The best of these longer tech- 
niques, the capacity method, bases small- 


* This study was conducted while the author was 
employed as Research Analyst, John Child & Co., 
Honolulu, Hawaii. 
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area forecasts on planned improvements, 
available vacant land, assumptions re- 
garding the proportion of such land 
likely to be used for residential construc- 
tion, and projections of dwelling units 
per structure, vacancy ratios, and persons 
per occupied unit. This method was used 
in Dayton, Ohio, in 1946, to make 1970 
estimates for groupings of census tracts.1 
Six years later, the capacity method was 
used for 1970 forecasts of individual 
tracts in the city of Seattle.2 Another 
longer (and highly subjective) technique, 
the allocational method, entails distri- 
bution of expected city growth among 
progressively smaller sections of the city 
by “the concurrent consideration of the 
[fifteen] factors that will principally con- 
dition this distribution.” It has been de- 
scribed by the editors of Local Planning 
Administration® and used in making 
1960-1965, forecasts for Miami, Florida, 
census tracts.4 Without the time and 
specialized sources of data needed by 
these methods, however, the market ana- 


1H. W. Stevens, “Forecasting Urban Population 

Distribution,” Journal of the American Institute of 
Planners, vol. 13, no. 3, Summer-Fall, 1947, pp- 
19-21. 
°, Seattle City Planning Commission, “Population 
Forecast for the City of Seattle by Census Tracts: 
1970,” Current Planning Research, No. 10, Septem- 
ber 15, 1952. 

*L. Segoe, editor, Local Planning Administration, 
Chicago: Institute for Training in Municipal Ad- 
ministration, June, 1941, p. 79; Howard K. Men- 
hinick, editor, Local Planning Administration, end 
edition, Chicago: The International City Man- 
agers’ Association, 1948, pp. 77-78. 

*Reinhold P. Wolff, “The Forecasting of Popula- 
tion by Census Tracts in an Urban Area,” Land 
Economics, vol. 28, no. 4, November, 1952, pp. 379- 
383. 
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lyst must turn to one of the short-cut 
techniques: arithmetic projection, geo- 
metric projection, the zonal-ratio method, 
the density analogy method, and the 
ratio-correlation approach. 

Arithmetic and geometric projection 
involve the mathematical extrapolation 
of past trends. In arithmetic projection, 
the same annual amount of increase or 
decrease as in the preceding ten (or 
twenty or thirty) years is assumed. Geo- 
metric projection assumes a constant rate 
of increase or decrease. Engelhardt sug- 
gested the use of projection techniques 
for small-area forecasts as early as 1925.° 
Twenty-year forecasts for nineteen “de- 
velopment areas” in the Detroit region 
were likewise made by projection of past 
trends, but the curve type used in the 
trend projection was not reported.® 

The zonal-ratio method, described by 
Schmitt in 1950, is fundamentally an ad- 
justment of the well-known ratio method 
to urban growth patterns.’ Census tracts 
are grouped into concentric zones en- 
circling the central business district. The 
percentage of metropolitan population 
living in each of these zones at the time 
of each census is then computed, and the 
resulting trend for each zone projected 
as far as feasible or necessary into the 
future. Resulting ratios are applied to 
an independent forecast for the city or 
metropolitan area. Forecasts for indi- 
vidual census tracts are made by pro- 
jecting the tract-to-zone ratios. 

The density analogy method bases 
forecasts for a given area on trends in 


*Fred Engelhardt, Forecasting School Population, 
New York: Teachers College, Columbia University, 
1925, Part II, Chapter I. 

* Paul M. Reid, Projected Population, Detroit Re- 
gion Development Areas, 1960 and 1970, Detroit: 
Regional Planning Commission, December, 1950, 
p. 6. 

* Robert C. Schmitt, “Population Analysis of Small 
Areas,” Business Information Service, U.S. Depart- 
ment of Commerce, Area Development Division, 


May, 1950, Pp. 4-5: 


gross population densities reported for 
comparable (but older) neighborhoods. 
This method was used by Stevenson in 
1904 for twenty-year forecasts for Lon- 
don suburbs.* As part of his study, Ste- 
venson published a table indicating esti- 
mated percentage of population increase 
during a decade for neighborhoods with 
specified gross densities at the beginning 
of the decade. A similar technique was 
used in the 1920’s for fifty-year forecasts 
for Paris suburbs.® 

The ratio-correlation method applies 
multiple regression analysis to census 
tract data. The dependent variable in 
such a regression equation is the ratio of 
a given tract’s share of the citywide or 
metropolitan population in 1950 to its 
share in 1940; thus, for a census tract 
which had 4.8 per cent of the population 
of the city in 1940, and 6.0 per cent in 
1950, the value of X,; (the dependent var- 
iable) would be 6.0/4.8, or 1.25. The in- 
dependent variables (X2, Xs, . . - Xa) 
might be any census tract characteristics 
closely associated with population growth 
or decline, such as distance from the cen- 
tral business district, population per 
square mile, percentage of owner-oc- 
cupied dwelling units, or median age 
of residential structures in 1940. This 
equation will relate change in the popu- 
lation ratio of a given tract between 1940 
and 1950 to several correlated items for 
1940. Current (1950 or later) data are 
then substituted for X2, X3 and the other 
independent variables in the regression 
equation, thus providing a new (1960/ 
1950) ratio for X, This new value of 
X,, applied to the 1950 population ratio 
for a given census tract, results in an es- 
timate of the ratio of citywide popula- 


*T. H. C. Stevenson, “A Method of Estimating 
Future Populations,” Journal of Hygiene, vol. 4, 
no. 2, April, 1904, pp. 207-216. 

*Le Corbusier, The City of Tomorrow, New 
York: Payson and Clarke, Ltd., c. 1928, pp. 111-113. 
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tion it will have in 1960. The computed 
ratio must be applied to an independent 
forecast at the city level to arrive at 
projected tract population. Apparently 
no description of the ratio-correlation 
method of population forecasting has 
previously been published, although 
multiple regression analysis was used for 
current population estimates more than 
forty years ago.!° 


TESTING OF METHODS 


The above short-cut methods were 
tested by applying them to 1940 data 
for each of the twenty-nine Honolulu 
census tracts, then comparing the result- 
ing 1950 “forecasts” with actual 1950 
census totals. It was assumed, for all five 
methods, that an accurate citywide fore- 
cast for 1950 was available, and each 
series was adjusted to total this citywide 
figure; this step is not only a desirable re- 
finement in actual practice, but also was 
necessary to make test results of the arith- 
metic, geometric and density analogy 
methods comparable with those for the 
zonal-ratio and ratio-correlation tech- 
niques. Estimates of 1930 tract popula- 
tion were made from unpublished enu- 
meration district totals supplied by the 
Bureau of the Census. The arithmetic, 
geometric and zonal-ratio projections 
were based on 1930-1940 trends, the lat- 
ter technique requiring arithmetic pro- 
jection of the 1930-1940 ratios. 

Special mention should be made of the 
application of the density analogy and 
ratio-correlation methods. For the for- 
mer, percentage growth between 1930 
and 1940 was correlated with 1930 popu- 
lation per net acre (that is, area after 
subtracting unbuildable or non-residen- 
tial land other than streets), giving the 


” FE. C. Snow, “The Application of the Method of 
Multiple Correlation to the Estimation of Post- 
Censal Population,” Journal of the Royal Statistical 
Society, vol. 74, part 6, May, 1911, pp. 575-620. 


equation X=37.0—0.12656Y; net den- 
sities for 1940 were then substituted for 
Y in order to estimate percentage growth 
between 1940 and 1950. In the ratio- 
correlation forecast, the variables con- 
sisted of: 


Xi1=1940 population ratio/1930 popu- 
lation ratio. 
X2.=Straight-line distance from cen- 
tral business district, 
X3=1930 population per net acre, 
which produced the equation, 


X1=93-3 + 5-34X2—0.097X3 


using twenty-eight census tracts (tract 1 
was omitted because its population con- 
sisted almost entirely of military per- 
sonnel and their dependents). Use of ad- 
ditional independent variables was pre- 
cluded because demographic and housing 
Statistics were not published for Hono- 
lulu census tracts prior to 1940. 


FINDINGS 


Results of each series of forecasts were 
then compared to actual enumerated 
populations for 1950, and expressed as 
percentage deviations (signs disregarded) 
from the enumerated totals. The dis- 
tribution of these errors is shown in 
Table 1. 

Two important facts are revealed by 
the above table. First, it appears that 
there is little difference in accuracy be- 
tween any of the methods tested. No 
two average deviations, signs disregarded, 
were found to be significantly different at 
the five per cent level. Second, the above 
table indicates that even the best fore- 
casting techniques produce a high degree 
of error over a ten-year projection period. 
(Because of the assumption that an ac- 
curate forecast at the city level was avaii- 
able, average errors were minimized in 
the test; even greater errors would occur 
in actual practice.) 
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TABLE 1 
DISTRIBUTION OF FORECASTING ERROR FOR 29 HONOLULU CENSUS TRACTS 


Arithmetic Geometric Zonal- Density Ratio- 
Per Cent Forecasting ‘‘Error’’ Projection Projection Ratio Analogy Correlation 
29 29 29 29 29 

3 5 5 — 4 
+ 3 5 6 2 
11 10 8 10 13 
6 6 6 9 7 
Average “error” (per cent)............. 28.9 26.7 27.9 27.4 23.9 
Median “error” (per 18.1 18.4 19.3 


In all cases, forecasts for predomi- 
nantly residential census tracts proved to 
be far better than forecasts for commer- 
cial, industrial, military and transitional 
areas. Average deviations for the nine- 
teen residential tracts ranged from 16.2 
per cent (for geometric projection) to 19.7 
per cent (for the density analogy method). 
For the ten census tracts comprising the 
central business district, waterfront in- 
dustrial areas, military land near Pearl 
Harbor, and the area of transition adja- 
cent to the central business district, aver- 
age deviation ranged from 37.0 per cent 
(ratio-correlation method) to 50.8 per 
cent (arithmetic projection). None of 
these differences between individual 
methods were significant at the five per 
cent level. Average deviations for each 
method are listed in Table 2. 


TABLE 2 
AVERAGE FORECASTING ERROR FOR 19 RESIDENTIAL 
CENSUS TRACTS AND 10 Non- 
RESIDENTIAL TRACTS 


Non- 
Residential Residential 

Method Tracts Tracts 
Arithmetic projection 17.4 50.8 
Geometric projection 16.2 46.6 
Zonal-ratio method 17.3 48.1 
Density analogy method 19.7 41.9 
Ratio-correlation method 16.9 37.0 


For every method, the greatest over- 
estimate was that for census tract 12 (the 


central business district) and the worst 
underestimate was that for tract 1 (a mili- 
tary area near Pearl Harbor). Forecasts 
for tract 12 exceeded the enumerated 
population by 71.8 per cent (density anal- 
ogy method) to 132.4 per cent (arith- 
metic projection). Forecasts for tract 1 
erred on the low side by percentages 
ranging from 47.4 (ratio-correlation 
method) to 74.7 (zonal-ratio method). 

The findings of the test described in 
the preceding paragraphs must be in- 
terpreted in the light of certain limita- 
tions: 


1. The test was based entirely on the 1940- 
1950 experience of the twenty-nine 
Honolulu census tracts. A similar study 
based on a period of less rapid change or 
a more stable city might well result in far 
lower average forecasting errors for the 
methods in question. Such future re- 
search in other areas obviously should be 
undertaken before definitive conclusions 
regarding these methods are possible. 

2. The scope of the Honolulu test was se- 
verely limited by the lack of 1930 census 
tract data for the area. This paucity of 
data was especially serious in the case of 
the ratio-correlation method, where it re- 
stricted the number of possible variables 
to those based on gross population, area, 
and distance relationships. The vast in- 
crease in census tract statistics in recent 
years makes it quite likely that future 
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applications of the ratio-correlation 
method, based on three, four, or five in- 
dependent variables, might well attain a 
far more encouraging degree of accuracy. 
This possibility obviously merits con- 
tinued investigation. 


CONCLUSIONS 


Despite these technical limitations of 
the test, however, four general conclu- 
sions make themselves evident: 


1. 


2. 


None of the short-cut methods tested was 
greatly superior to any of the others. 

All of the methods tested resulted in av- 
erage forecasting errors of considerable 
magnitude. 

For every method, average forecasting er- 
ror was less for residential census tracts 
than for commercial, industrial, mili- 
tary, and transitional or mixed tracts. 


. The ratio-correlation method might be 


significantly improved through addition 
of new variables, as they become avail- 
able. 
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THE COMMERCIAL EXHIBIT 


JOHN M. RATHMELL 
Cornell University 


HE commercial exhibit is a facilitat- 

ing marketing agency in which there 
is a periodic display of goods by compet- 
ing sellers under one roof, or within close 
proximity, in order to promote the sale 
of goods to a concentration of buyers. 
There are two classes of commercial ex- 
hibits in the United States: the trade fair 
whose sole or primary purpose is to facili- 
tate the completion of trade negotiations 
and the exposition whose sole or primary 
purpose is to facilitate the advertising of 
commodities. Expositions may be further 
sub-divided into those directed to the 
general public and those of a purely in- 
dustrial nature. The commercial exhibit 
assists in the performance of three mar- 
keting functions: buying, selling, and the 
provision of market information. The re- 
port that follows seeks first to describe 
the commercial exhibit by showing some 
of its institutional aspects, the extent of 
the activity and its organization. Second, 
the nature and effectiveness of private 
and public controls are discussed. Fi- 
nally, several economic implications are 
isolated and appraised. 


DESCRIPTION 


Classification of Commercial Exhibits 
Commercial exhibits differ as to the 


* Analytical studies of the commercial exhibit are 
few. Several which are noteworthy are: Alexander, 
Ralph S., “Commercial Fairs and Expositions,” Har- 
vard Business Review, July, 1927; How Exhibitors 
Are Meeting the Trade Show Problem, New York: 
Policyholders Service Bureau, Metropolitan Life In- 
surance Company, 1931; Primer for Industrial Ex- 
hibitors, New York: Association of National Adver- 
tisers, Inc., 1941. The National Industrial Advertisers 
Association, the Exhibitors Advisory Council, Inc., 
and the National Association of Exhibit Managers 
are the most active trade groups in this field. 


geographical areas from which buyers 
and sellers are drawn: they may be na- 
tional, regional (New England, South- 
east), state, district (Southern California, — 
Northern Illinois), or municipal. Cover- 
age depends upon the degree of geo- 
graphical concentration of the industries 
or trades involved, the area boundaries of 
sponsoring units (usually trade associa- 
tions), and the purposes served by the 
commercial exhibit. Practitioners, when 
speaking of the physical area covered, 
refer to the buyer or visitor rather than 


tthe seller or exhibitor as a matter of in- 


formation in promoting the sale of space 
to potential exhibitors. For purposes of 
analysis, the classification is applicable 
to both parties. Comparatively few expo- 
sitions and trade fairs are proportionately 
national in scope as to buyers or visitors; 
distance, time and expense tend to weight 
attendance with nearby visitors. On the 
seller side, proportionate geographical 
representation is more probable. 

Commercial exhibits differ as to eco- 
nomic area covered; they may be: 


(1) Vertical Buyer-Seller Type. A commer- 
cial exhibit involving buyers and sellers 
having but a single product interest in 
participating. Example: a lamp trade 
fair. 

(2) Horizontal Buyer-Seller Type. A com- 
mercial exhibit involving buyers and 
sellers of all types of industrial and con- 
sumer goods. Example: an_ interna- 
tional trade fair as at Toronto. 

(3) Horizontal Buyer-Vertical Seller Type. 
Example: an exposition of measuring 
instruments; a homogeneous group of 
manufacturers exhibiting products to 
buyers from all industries making use 
of such products. 
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(4) Vertical Buyer-Horizontal Seller Type. 
Example: an exposition in the dairy in- 
dustry; a homogeneous group of buyers 
viewing the exhibits of such diverse 
sellers as manufacturers of dairy ma- 
chinery, delivery trucks, and syrup 
mixes. 


Probably well over go per cent of com- 
mercial exhibits have formal sponsor- 
ship. It is generally believed that this 
endorsement lends prestige to the event. 
This is unique in marketing; retailers, 
middlemen, and manufacturers as well as 
their facilitating agencies have no such 
sponsorship. Its presence in connection 
with the commercial exhibit is largely a 
matter of custom and environment and 
may have had its inception as a result of 
certain early-day promotional schemes of 
a “fly-by-night” variety. The fact that suc- 
cessful non-sponsored events are possible 
and do exist should be recognized. Most 
sponsors are trade associations—associa- 
tions of sellers, associations of buyers, or 
associations of sellers and buyers. Spon- 
soring groups other than trade associa- 
tions include salesmen’s associations, 
newspapers, trade papers, municipalities, 
trade unions, real estate boards, and 
chambers of commerce. 

Commercial exhibits may be classified 
according to management arrangements. 
(1) Non-sponsored events have profes- 
sional managers. (2) Those having formal 
sponsorship may be managed by (a) an 
individual or (b) a committee from the 
sponsoring association especially in the 


case of small activities; (c) the sponsoring - 


group’s executive or (d) a specialized as- 
sistant; or (e) professional management. 
In the last situation, all degrees of au- 
thority and responsibility may be granted 
by the sponsor to the professional 
manager. , 

Finally, the commercial exhibit may 


be classified according to the methods 
used to select or limit visitor attendance: 


(1) Registration by visitors is compulsory. 
This practice restricts attendance to de- 
sired visitors and is a source of income 
for the sponsoring group. 

(2) Registration by visitors is voluntary. 
Such practice is largely a matter of form 
and permits a dilution of visitors. 

(3) There may be no registration, admis- 
sion being free. Here “complimentary” 
tickets are distributed by exhibitors to 
their customers, prospects, and others. 

(4) There may be no registration but an ad- 
mission charge. This is the practice at 
expositions for the public. 


Trade fairs follow the first method, 
whereas industrial expositions use any of 
the first three with the first considered 
the most selective. 


The Commercial Exhibit and the Firm 


The visiting firm is represented at an 
exposition because of internal considera- 
tions. Activities are in the nature of buy- 
ing research. They correspond to the 
study of the editorial and advertising con- 
tent of a trade journal or reference to a 
catalog. Firm representation may be 
drawn from any number of management 
levels: administrative heads and depart- 
ment executives with their assistants, en- 
gineers, foremen, machinists, and sales- 
men. Decisions to attend are largely uni- 
lateral at top management levels; at the 
lower echelons, the decision to attend 
may be handed down from superiors, al- 
though limited evidence indicates that 
in a surprising number of cases non- 
supervisory personnel (engineers for ex- 
ample) attend on their own initiative 
with the approval of their superiors. 

The visiting firm and the trade fair 
relationship is much more clearly de- 
fined; attendance is motivated by a desire 
to make correct buying decisions. Compe- 
tition, price, style, selection, and terms 
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are paramount. Where trade fair partici- 
pation is a predominant buying tech- 
nique as in the furniture and shoe trades, 
attendance is a matter of necessity and 
the decision to attend requires no great 
deliberation except for the small or mar- 
ginal retailer. Where it is one of several 
buying techniques as in the hardware, 
giftware, and photography trades, attend- 
ance decisions involve consideration of 
alternative buying methods from the 
standpoint of comparative effectiveness 
and cost. Buyer attendance at trade fairs 


_is largely limited to proprietors or man- 


agement personnel having the authority 
to buy. 

The relationship between the commer- 
cial exhibit (exposition or trade fair) and 
the exhibitor is embodied in a formal 
contract in all cases. The exhibitor’s de- 
cision to participate arises from one un- 
derlying motive—the promotion of on- 
the-spot or subsequent sale of the goods 
exhibited. Responsibility for the exhibit 
within the company’s organization varies 
between firms. Creating, constructing, 
and maintaining the display (usually in 
conjunction with a display builder) by 
the advertising department and operat- 
ing the exhibit by the sales department 
appear to be logical divisions of responsi- 
bility. Occasionally, an exhibits depart- 
ment coordinates the work. Salesmen 
and their managers typically man the 
exhibit; advertising and sales promotion 
personnel are often in attendance and 
where the product is complex, techni- 
cians also are present. 


Number and Incidence of Commercial 
Exhibits 


Approximately 2,000 exhibits of a 
commercial nature occurred during 1949. 
In addition, some 400 exhibits associated 
with fraternal and religious interests 
were held. These latter events are not 
included in this report because of their 


semi-commercial or non-commercial na- 
ture. Table 1 refers to commercial ex- 
hibits held in connection with conven- 
tions whereas the activities listed in 
Table 2 were held independently. 


TABLE 1 


COMMERCIAL EXHIBITS IN 1949 CLASSIFIED 
ACCORDING TO VISITOR INTEREST* 


Interest Number Percentage 
Education 315 18.7 
Health 384 22.8 
Engineering 48 2.9 
Other professional groups 260 15.4 
Manufacturing 97 5.8 
Middlemen and _ facilitating 

agencies 94 5.6 
Retailing 335 19.9 
Agriculture 150 8.9 

Total 1,683 100.0 


* Compiled from World Convention Dates, January 
to December, 1949, inclusive. 


The various groups in Table 1 are 
made up as follows: 


(1) Education: teacher associations, parent- 
teacher groups, school officials, and spe- 
cialized teacher groups. 

(2) Health: physicians, dentists, chiroprac- 
tors, optometrists, nurse associations, 
public health specialists, hospital ad- 
ministrators, and special interest groups. 

(3) Engineering: all types of engineers, min- 
eralogists, architects, and state engineer- 
ing societies. 

(4) Other professional groups: local, state, 
and national governmental specialists; 
scientific societies and businessmen as- 
sembling because of mutual profes- 
sional interests such as comptrollers, ac- 
countants, credit men, and other execu- 
tive and administrative specialists. 

(5) Manufacturers: groups interested in 
production, as such, rather than special- 
ists as noted in (4); includes both hori- 
zontal and vertical groups. 

(6) Middlemen and facilitating agencies: 
wholesalers (especially petroleum and 
alcoholic beverages), bankers, advertis- 
ing groups (especially outdoor), and 
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some transportation and storage asso- 
ciations. 

(7) Retailers (making noticeable use of the 
commercial exhibit): farm implements 
and feed, florists, fuel, funeral directors, 
hardware, insurance, jewelers, lumber, 
pharmacists, photography, restaurants, 
telephone (independent). 

(8) Agriculture: special interest groups 
such as hatcheries and forests, Grange, 
4-H clubs, rural uplift groups; does not 
include agriculture fairs and_ stock 
shows directed to the general public. 


TABLE 2 


Types OF COMMERCIAL ExuiBiIts HELD INDEPEND- 
ENTLY OF Group MEETINGS IN 1949* 


Type Number 

Public Expositions: 

19 
Industrial expositions.................. 40 


* Compiled from World Convention Dates, January 
to December, 1949, inclusive. 
+ Excludes agricultural fairs and livestock shows. 


Table 2 shows that most commercial 
exhibits held independently of conven- 
tions are directed to the public. Food ex- 
positions are usually sponsored by news- 
papers, home building expositions by 
chambers of commerce and realty boards. 
Expositions having avocational interests 
include: flower, sporting goods, motor 
boat, and antique events. Most miscel- 
laneous public expositions are local, com- 


memorative in nature. Industrial exposi- _ 


tions held independently of conventions 
are sponsored by sellers or have no spon- 
sorship and include several of the largest 
commercial exhibits such as those in the 
metal and chemical industries. Independ- 
ent trade fairs also are sponsored by 
sellers or have no sponsorship; they are 
most often associated with the following: 


clothing, shoes, furniture, giftware and 
beauty parlor supplies. It should be em- 
phasized that many trade fairs occur con- 
currently with group meetings of re- 
tailers and are included in Table 1. 

Analysis of these data by the marketing 
man suggests a number of factors affect- 
ing the relative importance of the com- 
mercial exhibit from industry to industry. 
One or more of the following industry 
characteristics seem to prevail where the 
commercial exhibit is relatively impor- 
tant: 


(1) Style, improvement, or innovation is 
important. 

(2) Emotional buying motives and sensory 
appeals are strong. 

(3) Products are bulky and heavy. 

(4) There are many sellers and many buy- 
ers. 

(5) There are extensive trade association ac- 
tivities. 

(6) Professional attitude is prevalent. 


On the other hand, certain industry 
characteristics militate against the com- 
mercial exhibit as a marketing device: 


(1) Products are standardized. 
(2) There are few sellers and few buyers. 


The Plant and Its Management 


Unlike other marketing agencies, the 
commercial exhibit is intermittent rather 
than continuing. Therefore, it consists 
of a cluster of specialists who for a sea- 
son coordinate their activities in produc- 
ing the commercial exhibit. These spe- 
cialists make up what might be termed 
the commercial exhibit plant. They, in 
effect, are secondary marketing agencies. 
Each is identified and briefly noted in 
the following paragraphs. 

(1) Convention bureaus. Some events 
are held in the same city year after year, 
others cover a fixed circuit of cities over 
a period of five or six years, and still 
others have no definite policy. In any 
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event, the commercial exhibit must be 
related to some geographical point. Here, 
the convention bureau or chamber of 
commerce plays an important part. At 
one time cities commonly offered cash 
inducements for commercial exhibits; 
now the money is spent by the bureau in 
publicizing the advantages of the munici- 
pality and in matching these advantages 
with the needs of the commercial exhibit 
and participating buyers and sellers. The 
bureau also encourages development, by 
the city, of facilities required by con- 
ventions and commercial exhibits. 

(2) Housing agencies. In addition to a 
community location, the commercial ex- 
hibit requires a point or points within 
the city where the activity and its par- 
ticipating buyers and sellers may be 
housed; these points are hotels, public 
halls, or both. Both the commercial ex- 
hibit and buyers and sellers may be 
housed in hotels in a trade fair or small 
exposition; public expositions, because 
of their local nature, require only the 
public hall; large industrial expositions 
require both hotels and the public hall. 

(3) Facilitating contractors. First, fur- 
nishings contractors operate in all cities 
where any number of commercial ex- 
hibits are held. Their function is to 
supply exhibitors with tables, table cover- 
ings, chairs, floor coverings, and drapes. 
A few large exhibitors own such ma- 


‘terial; the great majority, however, rent 


it for each event either directly from the 
supplier or through the commercial ex- 
hibit management. Second, the service 
contractor is responsible for decorating 
walls and constructing booths; moving 
into position, erecting, and dismantling 
products to be exhibited and their dis- 
plays; installing necessary utilities (for 
individual exhibits) such as electricity, 
gas, and water. The complexity and im- 
portance of the work of the service con- 
tractor cannot be minimized. Timing is 


paramount—just so many hours are avail- 
able. Some displays and products may 
arrive early and some late; many installa- 
tions take place simultaneously in 
limited space; care must be taken that 
utilities are available at the right place 
in each booth. Cost controversies arise 
from the fact that most of this work is 
done over weekends, thus requiring over- 
time pay, and from the difficulty in keep- 
ing workers continually occupied. Union 
jurisdictional problems are often present. 

(4) Display producers and designers. 
An individual exhibit consists of three 
parts—the product exhibited, the person- 
nel manning the exhibit, and the display 
—all enclosed in a standardized booth. 
Accordingly, the display itself is an ad- 
vertising technique designed to gain the 
attention and interest of the visitor so 
that he will enter the exhibit, observe 
the product, and make contact with ex- 
hibitor personnel. The display designer 
is similar to the artist, copywriter, and 
layout man in printed advertising; the 
display producer parallels the publisher 
or broadcaster of advertising. Successful 
display creation requires an ability to 
visualize the exhibitor’s problem and the 
knack of showmanship; the display de- 
signer must interpret ideas in terms of 
shape, size, material, and color always 
keeping in mind the proximity of com- 
petition on the floor of the commercial 
exhibit—competition not only between 
the products displayed, but competition 
between the displays themselves for the 
attention and interest of the visitor. The 
various phases of production convert 
ideas and design into actuality; the im- 
portance of technical and artistic ability 
is clear since it is this evidence of the 
artisan’s work that is seen by the exhib- 
itor and visitor. The cost of the display 
is a most important, if not the most im- 
portant, item in the exhibitor’s budget 
for several reasons: (1) unusual materials 
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and precision parts; (2) highly skilled 
craftsmanship; (3) non-applicability of 
mass-production techniques; (4) indi- 
vidualized nature of the display firm’s 
final product. In order to compensate for 
certain of these high-cost factors, display 
people have emphasized flexibility of 
design which will permit the exhibitor 
to write off original cost over several com- 
mercial exhibits. In addition, some dis- 
play firms offer standard displays for sale 
or rent. The great danger of such cost- 
cutting practices is the possible weaken- 
ing of the effectiveness of the display. 

(5) Commercial exhibit management. 
Managing a commercial exhibit, in many 
respects, resembles the execution of a 
military operation: all details must be 
provided for in advance; time is of the 
essence throughout; the target-date char- 
acteristic. Managerial functions are some- 
what as follows: 


(1) Planning. Largely a matter of determin- 
ing time and place; factors considered 
include: seasonal patterns of buying 
and selling industries, dates of compet- 
ing or over-lapping commercial exhib- 
its, weather, availability of facilities, 
and proximity to buyers and sellers. 

(2) Promotion. Securing maximum seller 
(exhibitor) participation; cooperating 
with exhibitors to secure maximum 
buyer (visitor) participation; includes: 
direct mail such as letters, folders, and 
leaflets; space contract forms, floor 
plans, rates, and regulations; trade pa- 
per advertising and publicity. 

(3) Operation (preceding the event). In- 
cludes such diverse activities as: exam- 
ining building for posts and other ob- 
structions, floor load capacities, etc.; 
pricing booths; negotiating with con- 
tractors; scheduling installation and 
dismantling; preparing directories; ob- 
taining licenses, legal counsel, conces- 
sions, badges and forms; providing mail 
and telegraph service, first aid, and sec- 
retarial service. 


(4) Operation (during the event). Super- 
vises the functioning of the market 
place: an orderly installation and dis- 
mantling; registering visitors and often- 
times publishing lists of same on a daily 
and even hourly basis; press releases; 
providing protection. 


CONTROLS 


Unlike most market places, the com- 
mercial exhibit is remarkably free from 
public control. In other countries, with 
very few exceptions, trade fairs and expo- 
sitions are operated by public bodies; 
many are the property of municipal or 
national governments. In this country, 
terminal markets and farmers’ markets 
are often municipally owned and op- 
erated; commodity and stock exchanges 
are closely supervised by government 
agencies. Several reasons might be cited 
for the commercial exhibit’s position: 
(1) our historical opposition to public 
ownership or operation; (2) the relatively 
minor role played by the commercial 
exhibit in the American economy; (3) 
the likelihood that the net effect of the 
commercial exhibit is to strengthen and 
maintain competition. Thus, the pro- 
mulgation and enforcement of control 
measures are the responsibility of par- 
ticipants. 

The principal private control mecha- 
nism is the rules and regulations made a 
part of the contract between manage- 
ment and the exhibitor. They set forth 
certain responsibilities of, and limita- 
tions upon, the exhibitor. Reviewing a 


-considerable number of contracts dis- 


closes various clauses which directly or 
indirectly affect the competitive tone of 
the commercial exhibit. For example: 


A. Regulations limiting the method of com- 
petition. 

(1). Excluding aisles, hallways, and other 

public portions of a building for ad 
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vertising, exhibiting, and announc- 
ing purposes. 

(2) Prohibiting phonographs or radios 
in the exhibition hall and objection- 
able lights or noises in the booths. 

(3) Limitations on the size of displays; 
forbidding obstructions that will in- 
terfere with the view of another 
booth. 

(4) Prohibiting signs that may be objec- 
tionable to other exhibitors. 


B. Regulations removing competitive prac- 
tices extraneous to the product exhib- 
ited. 

(1) Prohibiting canes, yardsticks, noise- 
makers, etc. bearing the advertise- 
ment of an exhibitor. 

(2) Requiring that motion pictures be 
confined to products, techniques, or 
applications. 

(3) Disallowing the serving of liquor or 
food by exhibitors in the commer- 
cial exhibit building. 

(4) Forbidding exhibits, raffles, dona- 
tions, and other promotional schemes 
that require visitors to be present at 
a specific location or specific time. 


. Regulations limiting participation. 

(1) Requiring exhibitors to be members 
of a particular association. 

(2) Requiring exhibitors to market their 
products through a specific channel. 
This may also apply to visitors. 

(3) Specifying that business be trans- 
acted only with persons displaying 
the official identification. 

(4) Obtaining agreements from hotels 
not to rent space to exhibitors who 
might compete with the commercial 
exhibit. 

The other major private control mech- 
anism consists of trade association codes 
or rules of practice. They do not have 
the authority of contract nor the statu- 
tory sanction of public control but they 
do carry the discipline of group approval 
or criticism. There is ample evidence of 
fairly strict adherence to association 


recommendations. Examples of this type 
of control follow: 


A. Regulating the operation of a commer- 
cial exhibit. 

(1) Where the management of the event 
is in the hands of the association the 
contractual rules and regulations 
are those of the association. 

(2) Time intervals between events are 
set by the association. 

(3) The number of events that may take 
place within the association’s indus- 
try is limited. 

(4) The association recommends how 
members should act while partici- 
pating in commercial exhibits. 


. Regulating participation in a commer- 
cial exhibit. 

(1) An association may decide who shall 
and who shall not exhibit in a par- 
ticular event. 

(2) An association, rather than the man- 
agement, may make membership a 
prerequisite for participation. 

(3) The number and kinds of commer- 
cial exhibits in which its members 
may participate are set by the associa- 
tion. 


Marketing laws have dealt lightly with 
the commercial exhibit. Where manu- 
facturers occasionally supply their agents 
with displays for local events, subsections 
(d) and (e) of the Robinson-Patman Act 
might be relevant; however, the connec- 
tion is so remote as to raise considerable 
doubt regarding their applicability. Sub- 
section (a) of the Federal Trade Commis- 
sion Act dealing with unfair competition 
may be of possible import. The only case 
prosecuted by the Federal Trade Com- 
mission involving a commercial exhibit 
had to do with a violation of this sub- 
section. In the early Fleischmann case, 
the Commission held that, among other 
practices, the systematic provision of en- 
tertainment for bakers attending con- 
ventions for the purpose of obtaining 
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and retaining their patronage constituted 
an unfair method of competition under 
the Act.? The resulting order to cease 
and desist was not appealed. 

The determination of what is fair and 
what is unfair competition is extremely 
difficult; there is no universally accepted 
line of demarcation. For example, is the 
systematic entertainment of customers 
and prospects at a trade convention an 
unfair practice or is it just a competitive 
practice? To meet this situation the Com- 
mission has prepared a list of practices it 
has declared unfair in the past. It empha- 
sizes that the list is not necessarily com- 
plete. A study of this list reveals several 
practices related to commercial exhibits 
that might be open to the charge of un- 
fair competition: 


(1) Attempting to exclude exhibitors might 
be considered a form of trade boycott. 
These attempts include preventing par- 
ticipation by “fringe” exhibitors; sug- 
gesting events in which members should 
or should not participate; making mem- 
bership in an association a prerequisite 
to participation either by buyer or 
seller; limiting buyer and seller partici- 
pants to particular trades or levels in 
the marketing channel. 

(2) Suggesting to a seller that he will lose 
business if he does not exhibit in a 
buyer-sponsored commercial exhibit 
might be considered intimidation or 
coercion. Such practices also come close 
to a request for systematic contribution 
or subsidy of the sort condemned in the 
Fleischmann case. 

(3) Failing to deliver according to samples 
exhibited would be a deceptive act. 


Whether some of these practices are 
unfair competition depends on the intent 
of the party. For example, it would 
hardly be “unfair’’ for a medical associa- 
tion to refuse space to a cigarette manu- 


? F.T.C, v. Fleischmann Co., D 6, April 18, 1918, 1 
F.T.C. 119. 


facturer at a commercial exhibit directed 
to doctors. Nor is it “unfair” for a trade 
association to suggest events in which its 
members should or should not partici- 
pate in order to prevent waste and dupli- 
cation. 


SOME ECONOMIC IMPLICATIONS 


Commercial Exhibits Distinguished 
According to the Immediacy of 
Their Trading Effort 


The trade fair consists of sellers who 
are manufacturers and in some cases 
their representatives and buyers who 
are wholesalers and retailers. These are 
buyers whose principal activities are buy- 
ing and selling, whose success is highly 
dependent on their buying ability, and 
whose buying is a daily activity. Under 
these conditions, the seller comes to the 
trade fair with the desire and authority 
to consummate sales and the buyer comes 
to the trade fair with the desire and au- 
thority to make purchases. Thus, the 
trade fair is based on a continuing and 
routine relationship between sellers and 
buyers. 

The exposition consists of sellers who 
are manufacturers or their representa- 
tives, and buyers who are usually other 
manufacturers, professional people, or 
ultimate consumers. Here, the buyer- 
seller relationship is not so strong, not 
continuing and routine, as in the case of 
trade fair participants. In public expo- 
sitions, exhibitors expect sales to occur 
through ordinary channels. In exposi- 
tions directed to manufacturers or pro- 
fessional people, purchases are not rou- 
tine, nor are they at the same critical 
level of importance as in the case of 
wholesale and retail buyers at a trade 
fair. Consequently, sales resulting from a 
buyer’s attendance at an exposition are 
ordinarily subsequent and negotiated, 
rather than immediate and routine as at 
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a trade fair. Put another way, at an expo- 
sition, the seller may obtain the buyer’s 
attention and interest; but the narrowing 
down of the buyer’s interest to the seller’s 
own product and the actual transaction 
may be reserved for the buyer’s own of- 
fice at a later date. At a trade fair, the 
buyer’s attention and interest are evident 
in the fact of his attendance; thus, the 
seller can concentrate on narrowing the 
buyer’s interest to his product and com- 
pleting the transaction on the spot. 
Examples: 


(1) The buyer of a stationery department 
in a department store attends a station- 
ery trade fair. Buying stationery is an 
important phase of his work. He is in a 
continuing relationship with stationery 
sellers; he is familiar with them and 
their products. He attends the trade 
fair to buy. There is no other important 
justification for his attendance. 

(2) A manufacturer of food products sends 
a works manager and an engineer to an 
exposition of materials handling equip- 
ment. Buying is an incidental part of 
their work. Contacts between the works 
manager and engineer and the sellers 
of materials handling equipment are in- 
termittent or possibly non-existent. The 
former are familiar with neither the 
sellers nor their products. The engineer 
and the works manager attend the ex- 
position to learn, to make contacts, to 
obtain specifications, to compare, to 
initiate negotiations they will complete 
elsewhere at a later date. 


Time Considerations 


The commercial exhibit accentuates 
temporal patterns of production, price 
movements, and trade and its impact 
varies according to the importance of the 
commercial exhibit in the industry. 

The production of canning machinery 
over time is affected by the industry’s 
exposition held in conjunction with the 
annual conventions of canners and their 


brokers; likewise, furniture production 
schedules are made up after the semi- 
annual furniture trade fairs. In the case 
of consumer goods having rather extreme 
and rigid seasonal variations at the retail 
level (toys, leather goods, and giftwares 
for example), the time interval between 
the commercial exhibit and the con- 
sumer buying season largely determines 
production dates. 

A seller planning a price change may 
delay his adjustment until the time of the 
commercial exhibit or he may anticipate 
a future price move by announcing it at 
the event. The result is fewer price 
changes. Under a theoretical condition 
it would be possible for all price move- 
ments to occur during the annual com- 
mercial exhibit of a particular industry. 
This would be more likely to occur dur- 
ing a stable economic period with little 
pressure on prices. If supply or demand 
conditions were to change drastically it 
would be impractical, of course, for the 
seller to withhold price adjustments if 
the commercial exhibit were too far in 
the future. However, in a number of in- 
dustries, trade fairs are held twice, or 
even four times, a year; here, price move- 
ments are confined largely to the period 
of the trade fair. In some cases new prices 
are announced on the opening day. In 
others, they may occur after several days 
of exhibiting during which time sellers 
have a chance to observe market condi- 
tions before committing themselves; in 
such cases planned price changes might 
very well be modified or cancelled. It 
should be made clear that this discus- 
sion pertains to time only; the height or 
depth of price change is not involved. 

The commercial exhibit, where it is a 
significant factor, accentuates the tem- 
poral pattern of trade by concentrating 
the number and value of transactions. 
At a trade fair where buyers and sellers 
attend for purposes of trade, the effect is 
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quite marked. At an exposition where 
buyers and sellers participate for pur- 
poses of subsequent rather than immedi- 
ate trade, the impact of the commercial 
exhibit is spread over several months 
following the event. The activity also 
accentuates the temporal trading pattern 
when it is used to introduce new prod- 
ucts, styles, sales policies, and promo- 
tional programs. The commercial exhibit 
tends to fix the date for the inception 
of these innovations. They are made 
known through personal contact between 
the seller and many buyers simultane- 
ously rather than over the period of 
time required by salesmen contacting 
buyers one by one. 


The Commercial Exhibit and Change in 
Marketing 


There are many areas of change in 
marketing but those which appear to be 
closely related to the commercial exhibit 
are: (1) change in the goods flowing 
through the marketing channel from pro- 
ductive stages to ultimate consumption 
and (2) change in the marketing chan- 
nel through which goods flow, termed, 
respectively, “goods-change” and “chan- 
nel-change” for purposes of this report. 

The commercial exhibit facilitates the 
introduction of a new product. It pro- 
vides a dramatic background and an ef- 
fective medium for making known the 
addition to the seller’s line “in person” 
to a large segment of the market. This is 
especially true where the event is directed 
to buyers from a single trade or industry, 


for example: toy and giftware retailers or - 


mining and food packing. Similarly the 
introduction of restyled products is car- 
ried forward. It might be observed that 
the commercial exhibit is not only the 
means of introducing new styles to the 
market, but the reason in some cases. 
That is, the seller is impelled for com- 


petitive reasons to bring out new styles, 
new “creations,” and the like. Other- 
wise, his exhibit would not compare 
favorably with his competitor’s. 

The following conditions existing at 
a commercial exhibit appear to make this 
technique a suitable agency for initiating 
goods-change: 


(1) There is a geographical concentration 
of buyers. 

(2) There is a temporal concentration of 
buyers. 

(3) The buyer is free to inspect the physical 
goods of all competing sellers. 


(4) The proximity of competitors is a stim- . 


ulus to goods-change. 


The effectiveness of the commercial ex- 
hibit in implementing channel-change 
(channel of negotiation) depends on the 
rules and regulations (and their enforce- 
ment) determining who may or may not 
participate as buyers and sellers. It facili- 
tates vertical channel-change in several 
ways. A manufacturer selling through 
wholesalers may exhibit directly to re- 
tailers; orders taken may or may not be 
turned over to middlemen. In either 
event, the channel of negotiation has 
been changed (shortened). Where orders 
are turned over, the middleman has be- 
come a handler of goods only. Essentially, 
the same shortening of the channel oc- 
curs where the exhibit is sponsored by 
the middleman, as in the case of a re- 
gional, state, or district commercial ex- 
hibit, but where the display, products, 
and personnel are provided by the manu- 
facturer. Of course, the manufacturer 
may use the commercial exhibit as a 
means of by-passing the middleman en- 
tirely. As a matter of fact, the manufac- 
turer may exhibit at a public exposition 
if he wishes to follow the shortest pos- 
sible channel, as in the motor boat in- 
dustry. Essentially, the commercial ex- 
hibit is a vehicle for direct contact; where 
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a selection is available, the seller may 
select the commercial exhibit which 
draws the buying level in which he is 
primarily interested, be it middleman, re- 
tailer, industrial user, or ultimate con- 
sumer. It is a technique in being which 
he may use to alter his vertical distribu- 
tive channel. 

The commercial exhibit is well suited 
to effecting horizontal channel-change, 
again assuming the absence of restric- 
tions limiting seller and buyer participa- 
tion. A hardware dealer interested in 
adding household appliances to his line 
attends an event featuring these prod- 
ucts. At the commercial exhibit he is at 
liberty to survey the whole of the house- 
hold appliance industry, obtaining in- 
formation on models, prices, and terms; 
he obtains in a few days information 
which would otherwise require months. 
It will be observed that the commercial 
exhibit is primarily adapted to shorten- 
ing the vertical channel and broadening 
the horizontal channel; conversely, it 
neither appears particularly suited for 
lengthening the vertical channel nor for 
contracting the horizontal channel. 


CONCLUSION 


(1) There is a noticeable variation in 
the importance of the commercial ex- 
hibit among industries. (a) The existence 


of many buyers and many sellers is an es- 
sential requisite. (b) In industries where 
products are bulky or heavy as well as 
complex, the agency enables buyers and 
sellers to meet “half-way,” to their mu- 
tual advantage. (c) Commercial exhibits 
are more likely to be in evidence where 
trade association activity is extensive. (d) 
Custom alone—which may defy reason- 
able explanation—accounts for a number 
of activities. 

(2) The commercial exhibit has re- 
mained singularly free of public con- 
trols. The principal control mechanisms 
are the privately formulated regulations 
governing exhibiting procedures and 
trade association rules of practice. 

(3) It is apparent that the two basic 
types of commercial exhibits, the exposi- 
tion and the trade fair, differ in their 
practices because of differences in the 
immediacy of their trading effort. 

(4) The agency tends to concentrate 
or intensify marketing activity in time 
and space. (a) Temporal patterns of pro- 
duction, trade, and price movements are 
affected in industries where the com- 
mercial exhibit is significant. (b) Simi- 
larly, the introduction of new or modified 
products and the initiation of changes in 
the channel of negotiation may be facili- 
tated by the spatial concentration of mar- 
kets. 
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PRICE VARIABILITY OF NON-BRANDED 
FOOD ITEMS AMONG FOOD STORES 
IN CHAMPAIGN-URBANA 


RICHARD D. MILLICAN 


Assistant Professor of Marketing, University of Illinois 


and 


RAMONA JEAN ROGERS 


Research Assistant, Bureau of Economic and Business Research, 
University of Illinois 


A™ food prices uniformly higher in 
particular types of stores? How much 
variation can be expected in weekly 
prices for the same items among the 
different types of food stores in a com- 
munity? A study to investigate these 
problems was conducted in the spring of 
1953 in Champaign-Urbana, Illinois, a 
community of about 70,000 persons. 

Although the investigation was in the 
form of a case study, the results should be 
of interest to marketing analysts. Evi- 
dence was obtained regarding differences 
both in the level and variability of food 
prices among various types of stores. The 
study also indicates the extent to which 
widely-held opinions regarding the lower 
selling prices of chain stores may be 
valid. | 

Method. The food stores in Cham- 
paign-Urbana were classified into three 
groups, according to affiliation—Inde- 
pendent Grocery Assn., chains, and inde- 
pendents. One third of the 75 stores was 
selected for inclusion in the sample. The 
independents were selected by a random 
process, but practically all the chains and 
IGA stores were included. The final sur- 
vey sample was four I.G.A., seven chain, 
and fourteen independent stores. 
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Ten items were chosen for observation. 
The selection of the items was largely 
arbitrary, and was governed to some ex- 
tent by their availability in all the survey 
stores during the period studied. An at- 
tempt was made also to get a representa- 
tive list of items which were not mar- 
keted by brands. The following were 
chosen: 


1. One dozen large fresh eggs. 

2. One pound of chuck roast specified as 
choice grade. 

3. One pound of t-bone steak specified as 
choice grade. 

4. One pound of frying chicken within the 
range of 214-314 pounds dressed weight. 

5. One pound of fresh carrots. 

6. Five pounds of Idaho potatoes. 

7. One pound of fresh string beans. 

8. One dozen Sunkist oranges of 220 grade. 

g. One pound of pork chops specified as 
choice grade. 


. 10. One pound of Illinois longhorn cheese. 


Price data were collected for each item 
in each of the twenty-five stores every 
Wednesday for ten weeks beginning 
March 3 and ending May 10, 1953. 
Wednesday was selected for pricing be- 
cause it was believed that this was the 
day in which there was less likelihood of 
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particular prices being affected by special 
sales either in the form of loss leaders or 
week-end specials. In all cases where 
prices quoted were special sale prices, the 
figures were ignored in the analysis of 
the data. The interviewers were students 
in an advance course in consumption 
economics. 

Because precautions were taken to en- 
sure that price quotations were obtained 
for identical items in the twenty-five 
stores, gaps in the data did result. The 
main reason was the failure of the item 
to meet specifications. For example, car- 
rots sold by the bunch instead of by the 
pound. Adjustments had to be made to 
reduce all items to the same unit of quan- 
tity to make the price data comparable. 
Quite often, string beans and Illinois 
longhorn cheese were not available. As a 
result, a smaller number of observations 
were secured for these items. 

Results. The analysis of these data was 
concerned with two questions: (1) the 
existence of consistent differentials in 
prices as between types of stores, and (2) 
the extent of variability in prices among 
individual stores, and between groups of 
stores. The results obtained are summar- 
ized in the accompanying table. 

(1) Level of Prices. It was found that 
no one of the three types of stores pos- 
sessed uniformly lowest prices, as is 


shown in the table. The data indicate 
how the different types of stores ranked 
in terms of the average price for each 
item over the ten-week period. Also, it 
shows the level of significance between 
these average prices for each item among 
types of stores, as based upon an analysis 
of variance test for each item taking into 
account price variations in time and be- 
tween stores (which is not strictly valid 
in this instance but does provide a gen- 
eral idea of the significance of the differ- 
ences if the test was fully valid). 

In the case of eggs, the average price 
differences among the three types of 
stores were not statistically significant at 
the .o5 probability level, and could have 
been caused by price variations among 
the stores within each group. The price 
differences for each of the other items 
were highly significant, however. Chain 
stores had the lowest prices, on the aver- 
age, for six of the nine items, IGA for 
two items, and independents for one. 

Judging by the results, it would appear 
that for the area and time studied, chain 
stores tended to have the lowest prices for 
poultry, fruits, and vegetables, and IGA 
and independent stores tended to have 
the lowest prices for meat. Thus, in this 
particular case, the heralded advantages 
of the chain store bulk purchasing prac- 
tices continued to be in evidence pri- 


SIGNIFICANCE OF DIFFERENCES IN LEVEL AND VARIABILITY OF PRICES 


Ranking of Type of Store Level of Signif- Level of Signif- 
by Average Price tcance of icance of 
Difference in Differences in 
Item Lowest Middle Highest Average Prices Price Variability 

Eggs Independent IGA Chain No 01 
Chuck Roast IGA Chain Independent 01 01 
T-Bone Steak IGA Independent Chain 01 01 
Frying Chicken Chain IGA Independent 01 01 
Carrots Chain IGA Independent 01 No 
Potatoes Chain IGA Independent 01 01 
Oranges Chain IGA Independent 01 No 
String Beans Chain IGA Independent 01 01 
Pork Chops Independent IGA Chain 01 No 
Cheese Chain IGA Independent 01 01 
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marily for fruits and vegetables—not, 
however, for meat, another item pur- 
chased in bulk. 

(2) Price Variations. Price variations 
between the different groups of stores 
proved also generally significant, as is 
shown by the last column of the table.? 
The prices for carrots, oranges and pork 
chops varied to much the same extent 
among stores within all the groups. In 
the case of the other items, however, the 
range of prices among independent stores 
was significantly greater than the price 
ranges encountered among the IGA or 
chain stores. Several of the independent 
stores even charged lower prices for some 
of these items than the store group with 
the lowest average price. 

Particularly interesting is the case of 
eggs which was the one item the average 


See Paul D. Converse, Prices and Services of 
Chain and Independent Stores in Champaign-Ur- 
bana, Illinois. The National Assn. of Teachers of 
Marketing and Advertising, 1931 series, October, No. 
4. This study showed chains lowest in all ten items, 
voluntary chains next lowest on meats and poultry, 
and independents next lowest on eggs, fruits and 
vegetables. 

* The significance of the differences in variability 
was determined by the application of Bartlett’s test 
for the homogeneity of variance. For an example of 
the method of application, see P. O. Johnson, Sta- 
tistical Methods in Research, pp. 82-85. 


price of which did not vary significantly 
among store groups, but did exhibit sig- 
nificance and differences in price vari- 
ability within store groups. The reason 
for this again was the much larger price 
differentials among independent stores 
than among other types of stores. A care- 
ful shopper would have purchased eggs 
at a much lower price in some independ- 
ents during the period than would have 
been possible in any of the chain or IGA 
stores. 

Limitations. Even though the study 
brought to light some interesting results, 
certain limitations must be placed upon 
it. First of all, it must be remembered 
that it was only a case study. Therefore, 
only a few stores and a small number 
of items were used. Selection of a larger 
number of stores and more items might 
conceivably alter some of the findings. 

Second, the data were compiled over a 
particular ten-week period. If a longer 
or different time period were used, the 
results might be different. 

Third, it should be noted that the 
study was restricted to one community. 
The extent to which price policies fol- 
lowed by different types of stores vary by 


city (and by geographic area) was not in- 
vestigated. 


ak 
4 
| 
q 
} 
| 
‘ 
| 
att 


The Forum 


EDWIN H. LEWIS, University of Minnesota 


EDITOR’S NOTE 


HEN the Notes and Communications 
W section first appeared in the July, 
1940, issue of the JOURNAL the editor com- 
mented that the purposes of the section were 
three: “First, it will provide an outlet for 
brief discussions too short to be published 
as main papers, yet containing worth-while 
data and analysis. Second, a channel is now 
available for comments upon papers in pre- 
ceding issues. Third, other matters of gen- 
eral interest . . . which do not properly be- 
long among the AMA Notes will now also 
have a place.” 

The decision to change the name of the 
section to the Forum does not represent a 
basic change in editorial policy. Rather, it is 
intended to emphasize that this section is, 
in fact, a medium of open discussion. Read- 
ers are invited, as before, to comment on ma- 
terials that have appeared in previous issues, 
and authors will be given the opportunity 
to clarify their positions and amplify their 
original remarks whenever these are appro- 
priate. 

Frequently, those engaged in various 
types of marketing research develop new 


_ techniques or special applications of re- 


search techniques which could be used by 
others. These often are fairly simple and 
could be described in a relatively short note. 
In addition, researchers often are faced with 
common problems in a particular field of 
research. Successful methods of meeting 
these problems, as related to either domestic 
or foreign marketing, would be of interest to 
JOURNAL readers working in these fields. The 
Forum section also can be an effective 
sounding board for brief statements of ten- 
tative or preliminary generalizations, theo- 
ries, and points of view relating to various 
controversial aspects of marketing. This in- 
terchange of ideas, points of view, and meth- 
ods should help to strengthen marketing re- 
search and enhance our understanding of 
the field of marketing. 

We shall also continue to publish in this 
section significant and properly documented 
marketing data and material which is of a 
more limited nature than that published in 
the articles section of the JOURNAL. Some ex- 
amples of such material are the high lights 
of unpublished research, items of historical 
interest, and analyses of marketing data 
which add to our store of knowledge. 


A DEVICE FOR SIMPLIFYING TABULATION 


HE following method devised by a mem- 

ber* of the Marketing Research class at 

the Stanford Graduate School of Business 

for use in a recent class project might prove 
of interest to some readers of the JOURNAL. 

As a rule, one of the major problems in 


* This method was primarily the work of Mr. 
Richard W. Brown, Chairman of the Tabulation 
Committee of the class project study. 


conducting a class project in marketing re- 
search which involves a consumer survey is 
that of tabulation of results, Seldom is the 
study of such a magnitude, or the sample of 
such a size, as to warrant the regular use of 
machine tabulation methods, particularly 
in view of the usual lack of funds available 
for such studies. And yet, frequently, if the 
sample is of sufficient size to give the study 
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Inrerview (A) 
1. DID YOU RECEIVE |2. WERE THEY | 3. DO YOU @ A MEM- 
SéH GREEN STAMPS | OFFERED TO YOU} BER OF YOUR HOUSS- 
WITH THE PURCHASE | BY THE CLERK? | HOLD COLLECT Se 
YOU JUST MADE? GREEN STAMPS? Type  Uneided Aided 
Yes Yes om Yes Bakery 
No No No Beauty shop] | => 


(if onswer to #3 is Yes, ask question #4) 


(if answer to #3 is No, discontinue interview) 


Cleaners 
Grocery 


4 DO YOU SHOP HERE RATHER THAN SOME 
OTHER PLACE OF THIS TYPE BECAUSE 
THEY OFFER S&H GREEN STAMPS? 


Hardware 
Launderette=3= 


5 HAVE YOU QR A MEMBER OF YOUR HOUSEHOLD 
EVER EXCHANGED THESE STAMPS FOR MERCHANDISE? 


Pharmacy ~ 


6. FOR APPROXIMATELY HOW LONG less than 74 |Service sta 
HAVE YOU OR A MEMBER OF YOUR is Gee | 
HOUSEHOLD BEEN SAVING S&H 
GREEN STAMPS? more than |Variety 


6 mos. 


(mark in this colum the type of place at which this interview is being conducted) 


7. AT WHAT OTHER TYPES OF PLACES DO YOU COLLECT S#H GREEN SfAMPS? (show list) 


any validity, the magnitude of the tabulat- 
ing work is tremendous when the data must 
be hand-tabulated by the members of the 
class. 

The particular study involved in this in- 
stance was an attempt to evaluate the inter- 
est of customers in, and the sales promotion 
value of, a certain trading stamp plan. 
When the study was being planned, the stu- 
dent chairmen decided to interview con- 
sumers both at their homes, and on the 
street in front of participating stores. It was 
thus evident, on the basis of the desired re- 
liability and the frequency of occurrence 
(as determined by a pre-test) that a consid- 
erable number of interviews would be nec- 
essary—738 home interviews, and 410 street 
interviews. Since a limited number of ques- 
tions were to be asked, and very few cross-- 
classifications were to be used, the study 
seemingly did not warrant the usual ma- 
chine tabulation procedure. On the other 
hand, the amount of hours of hand-tabula- 
tion anticipated did not appeal to the stu- 
dents. 

It was then that the tabulation committee 
chairman evolved his eminently satisfactory 


compromise solution. This was an adapta- 
tion of the use of the principle of mechani- 
cal tabulation known as “mark-sensing.” If 
the normal questionnaire form were used, 
the data would have to be transferred to the 
tabulating card subsequently, either by 
hand or with a card punch machine, if ma- 
chine tabulation were to be used. If the in- 
terviewers attempted to “mark” the answer 
in the appropriate spot on a tabulating card 
during the interview, the probabilities were 
that many errors would be made. 

The solution would be to develop a ques- 
tionnaire form which would enable each in- 
terviewer to mark easily and accurately the 
answer to each question in the proper posi- 
tion on the card designed for “mark-sens- 
ing.” The questionnaire form which was de- 
veloped as shown consisted of an “enve- 
lope,” with the questions mimeographed 
thereon, and spaces or windows for the an- 
swers cut out of the envelope in such a man- 
ner that the proper mark would be made on 
the tabulating card inserted in the envelope. 
This questionnaire enabled the interviewer 
to record the answer to a question with a 
single pencil mark on the card, the mark 
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being positioned by the window in the en- 
velope. 

In order to include all questions desired 
in the door-to-door (or home) survey, it was 
necessary to prepare two “envelopes.” The 
procedure was as follows: the interviewer 
would insert a blank tabulating card de- 
signed for mark-sensing in envelope A when 
beginning the interviews; as che respondent 
answered the questions, the interviewer 
marked the card in the appropriate “win- 
dow” space with the special soft pencil pro- 
vided him; when he had completed the ques- 
tions, he removed the tabulating card from 
envelope A, inserted it in envelope B, and 
completed the interview in the same man- 
ner as described above. He then removed the 
marked card from envelope B, wrote on the 
back of the card, in ink, his name as the in- 
terviewer, and the address and classification 
data of the respondent (to permit checking 
on interviewers, since they had been given 
specific addresses at which to interview). A 


new card was then taken for the next inter- 
view, and the above procedure repeated. 
The same method was used for the street in- 
terviews, except that in this case only one 
envelope was necessary. 

The only editing of completed question- 
naires necessary was to check the completed 
cards for density and length of marks, to in- 
sure that the machine tabulation would be 
correct. The editing of 1148 questionnaires 
required only four man-hours of time. No 
additional editing was necessary, as the tab- 
ulation system had been so designed that 
the machine would discover other types of 
errors and reject these cards. (In the final 
tabulation work, six questionnaires were re- 
jected as inconsistent or unintelligible, and 
were discarded.) The total time on the ma- 
chines for punching and tabulation was ap- 
proximately four hours. 


ARTHUR KROEGER 
Stanford University 


KOSHER MEAT PRICES IN MINNEAPOLIS' 


HE retail distribution of Kosher meats 
Tin Minneapolis presents an interesting 
case study of oligopoly. It is a type of differ- 
entiated oligopoly (although the distinction 
from pure oligopoly is perhaps hazy) since 
rivals’ products differ sufficiently in the 
buyers’ minds to allow differences in price 
to prevail, yet are sufficiently similar to 
make a seller watch rivals’ prices closely. 
Other factors bearing directly on the subject 
include patronage loyalty, which is an old 
tradition among the Jewish families, and 
the fact that the seven Minneapolis retailers 
of Kosher meats are concentrated in a very 
small area, thus making it a simple matter 
to observe actions of rivals. 

Kosher meat is clearly differentiated from 
non-Kosher meat. Authorized Jewish repre- 
sentatives, schochets, kill animals which 

* The study was initiated at the request of a group 


of Jewish consumers of Kosher foods. The group is 
undertaking a long range study of Kosher meats. 


have been approved for slaughter. The 
Kosher code lists eighteen kinds of “tere- 
fahs” which render an animal subject to 
Biblical proscription.2 Minnesota Food 
Laws (Section 30 and 31.18) are concerned 
with Kosher meats, and these laws are ac- 
tively enforced by state personnel. It is of 
interest that Kosher inspection is continued 
at the retail level by a religious representa- 
tive who is known as a mashgaich. If the 
meat is not sold within three days from time 
of slaughter it must be “washed” and in- 
spected by the mashgaich. The meat may be 
“washed” as many as three times after which 
it is declared “‘terefah” if not sold. 

Four packers in the Twin Cities kill for 
the Kosher trade. For one, the Kosher busi- 
ness represents a very small part of his 


2 The code is based upon Biblical command (Ex- 
odus 22:31). S. I. Levin and Edward A. Boyden, The 
Kosher Code, University of Minnesota Press (Min- 


neapolis: 1940). 
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slaughtering. The others kill for Kosher 
trade all that is so designated and then ship 
the non-Kosher meat through the normal 
channels of distribution. The packers stated 
that Kosher slaughtering costs them ap- 
proximately three cents per pound more 
than non-Kosher killing. Part of this extra 
cost is the result of the inspection process 
and part is caused by the lower grade of 
hides that resulted from Kosher killing 
methods. This small differential the con- 
sumer would accept willingly. 

The Minneapolis Kosher consumer was 
confronted at the retail level with a differ- 
ential between Kosher and non-Kosher 
prices ranging up to 40 cents per pound on 
comparable cuts of meat.’ Since the retailers 
buy directly from the packers, it became 
necessary to examine the retailers’ margins. 
Several estimates made in recent years show 
that the retailing margin for meat comprises 
the largest share of the total marketing mar- 
gin. Further, the relative share of that mar- 
gin decreases as the level of prices goes up, 
decreases as prices go down.4 

It was difficult to compare Kosher shops 
with non-Kosher shops. The two butchers 
trim differently, offer different kinds and 
amounts of services, carry different lines of 
goods and only in part sell the same cuts of 
meat. It was factors such as those which 
made it difficult to compare prices of the two 
kinds of meat. Two government price re- 
ports were examined in an effort to corrobo- 
rate the spot survey made by this writer. The 
first was the Office of Price Administration’s 
ceiling price list for Kosher and non-Kosher 
meats.® The following table shows that OPA 
permitted price differentials ranging from 
four to eight cents per pound, and averaging 
5-4 cents on the sixteen cuts of beef. More 
recently the Office of Price Stabilization 
published surveys of meat prices which 


* Prices in small independent meat shops were 
compared on two different dates. 

*In 1932, 1939, and 1947, the retailers’ margins as 
a percentage of the consumers’ dollar were 33, 25.7, 
and 16.2, respectively. Kathryn Parr, Farm to Retail 
Margins for Livestock and Meat, United States De- 
partment of Agriculture (Washington: 1949), p. 2. 

* Office of Price Administration, MPR 394, Federal 
Register, 1943, p. 6365. 


NUMBER OF CENTS PER PounpD By WuicH KosHER 
PRICES IN MINNEAPOLIS ExCEEDED Non- 
KosHER Prices UNDER OPA AnD OPS 


— Prices OPS Prices 
1 


943 195 
Boneless Rib Roast... .. n.a. $.43 
Boneless Chuck........ $.08 .20 
.05 .27 
10” Rib Steak......... .05 .26 
Boneless Brisket....... .06 14 
Blade Pot Roast....... .06 an 
.06 
Chuck Pot Roast....... .06 —.02 
Chuck Steak.......... .06 pe | 
Boneless Neck......... .06 .07 
.06 .08 
Boneless Shank........ .09 
Ground Beef.......... .05 as 
Boneless Plate......... .04 .06 
.04 .06 
.04 .06 
.04 .04 


showed differentials between Kosher and 
non-Kosher meat ranging from one cut 
which sold for two cents more in the non- 
Kosher shop to another cut which sold for 
forty-three cents per pound more in the 
Kosher shop.® Although the recent OPS dif- 
ferentials are much greater it must be kept 
in mind that prices were increasing during 
this time. 

The Kosher consumers’ alarm became 
greater during the early part of 1953. Beef 
prices generally were reflecting a large in- 
crease in supply. Minneapolis Kosher prices 
did not follow the downward trend, and 
when the consumer read the advertisements 
for non-Kosher beef she became concerned. 
Moreover, when prices of Kosher meat did 
drop, the prices of various cuts responded 
quite differently. 

The complexities of the demand for meat 
have been the subject of a number of studies. 
Bjorka, for example, has pointed out that 
geography, income, family size, individual 
tastes, seasonal variations and religion are a 
few of the factors affecting price from the de- 
mand side.’ Certainly the religious factor is 
one of the more important in the case of 


* Office of Price Stabilization, Beef Prices at Re- 
tail, CPR 25, September 27, 1951, p. 1. 

*Edward A. Bjorka, Marketing Margins and Costs 
for Livestock and Meat, United States Department of 


Agriculture (Washington: 1947), p. 71. 
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Kosher meats. The family keeping a Kosher 
home can purchase only the forequarter. 
The Kosher butcher, therefore has relatively 
few choice cuts to sell. Since the consumer 
demands these choice cuts the butcher must 
price accordingly. The choice cuts carry 
high markups, and the cuts not in as great 
demand carry very low markups. For ex- 
ample, the butcher may pay thirty cents per 
pound for a forequarter. He may then set 
prices ranging from $.35, to $1.10 per pound 
in order to attain the desired average mar- 
in. 

. Furthermore, most of the Minneapolis 
Kosher butchers are relatively small retail- 
ers. They carry a Kosher line of meats and 
poultry and sometimes fish. Farstad and 
Brensike found that the small volume 
butcher generally had higher costs per dol- 
lar of sales than the larger retailer.§ Since 
most Kosher butchers do a small volume of 
business, their costs may be expected to be 
relatively high. 

Although many non-Kosher butchers 
have changed their merchandising habits 


*Edmund Farstad and V. John Brensike, Costs of 
Retailing Meats in Relation to Volume, United 
States Department of Agriculture (Washington: 
1952), P- 9- 


and have adopted self-service and cash and 
carry policies, the typical Kosher butcher 
continues to offer the older, customary serv- 
ices, The retail inspection mentioned previ- 
ously is another additional service the cost 
of which ultimately must be borne by the 
consumer. These services also must be kept 
in mind in any price comparison. In light of 
the several peculiarities of Kosher meat dis- 
tribution it was concluded that a substantial 
price differential between Kosher and non- 
Kosher meats could be expected when reli- 
gious factors combine with oligopoly and 
when patrons desire extensive services as 
they do in the Minneapolis market. 

Interestingly enough, Kosher beef prices 
fell fifteen percent, on the average, during 
the course of the study while beef prices in 
general were dropping only a fraction of 
one percent. The decrease varied by butcher 
and by cut of meat as one might expect. The 
substantial drop in prices was probably the 
adjustment to general beef prices which had 
been more sensitively reflected in the prices 
of the more competitive non-Kosher shops 
earlier in the year. oe 
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DAVID A. REVZAN, Editor 


Editorial Staff: Seymour Banxs, Leo Burnett Company, Inc.; RoBERT BARTELS, Ohio State 
University; Epna Douc.as, Iowa State College; Rosert J. HoLLoway, University of Minne- 
sota; CHARLEs H. Sevin, National Production Authority. Initials of staff members, in brack- 
ets following subject headings, identify the reviewers of the individual items. 


Research completed and in progress is classi- 
fied in this section under the list of general head- 
ings given below. Individual items are desig- 
nated by the number of the general class into 
which they fall and, also, by a serial number 
within the class. 

Readers interested in securing copies of the 
publications mentioned in the following pages 
should address their requests to the respective 
publishers—THE JOURNAL does not have copies 
for sale or distribution. 

Members of the American Marketing Associ- 
ation who are engaged in significant pieces of 
marketing research are urged to submit items to 
the Editor of this section. 


List oF GENERAL HEADINGS 


. Advertising 

. Selling—Personal 

. Industrial Marketing 

. Marketing Farm Products 

. Marketing Minerals 

. Marketing Services 

Producers’ Marketing of Consumer Goods 
. Product Analysis 

. Consumer Studies 

10. Cost of Marketing 

11. Foreign Trade 

12. Cooperative Marketing 

13. Credit—Mercantile and Retail 
14. Retailing 

15. Transportation 

16. Warehousing 

17. Wholesaling 

18. Federal, State, Local Regulation 
19. Taxation 

20. Marketing Theory 

21. Prices and Price Policies 

22. General Market Statistics 

23. Market Area Studies 

24. Research Technique 
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25. Markets—Specific Products 
26. Miscellaneous 


1. ADVERTISING 


1.1 The Advertising Budgets of Most U. S. Busi- 
nesses Are Still Too Low. Is Yours? Tide, 
August 15, 1953, pp. 25-27. [S.B.] 

Business in general has not kept its advertis- 
ing up to the growth in disposable income. Be- 
tween 1939 and 1952, disposable income rose 
234 per cent. During this period, the large na- 
tional advertisers kept pace with this growth of 
income. However, the overall average national 
advertising budget rose only 34 per cent. This 
lag is due to the emergence of a large number of 
small advertisers who had smaller budgets than 
the pre-war companies. Because the number of 
so-called national advertisers (those spending 
$25,000 or more in one or more of the major 
measurable media) jumped from 936 in 1939 to 
over 2500 in 1952, national advertising in total 
more than outstripped the growth of disposable 
income. Total advertising expenditures as a per- 
centage of national income has risen from the 
1947 post-war low of 2.1 per cent to 2.5 per cent 
in 1952. But this ratio is still below the 1935- 
1940 average of 2.8 per cent of national income. 


1.2 The Advertising Force—Its Challenge and 
Potentials in Today’s Economy. Paul Ma- 
zur, Printers’ Ink, September 18, 1953, pp- 
47-49- [8-8] 

Paul Mazur, in this article, continues to pur- 
sue the provocative challenge that he has been 
raising for several years. Only if American con- 
sumers can maintain an ever-increasing stand- 
ard of living can the American economy remain 
prosperous. In other words, we must spend our 
way to prosperity. 

Advertising is given as the key in producing 
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and maintaining mass consumption—the most 
efficient means of persuading owners of purchas- 
ing power to convert that power into purchases. 
Mr. Mazur fears that business is not spending 
enough for research on how to sell better the 
products of industry to the people upon whose 
continued high rate of purchases the economic 
health of the nation depends. 

This reviewer is generally sympathetic to the 
under-consumptionist school to which Mazur be- 
longs (and Mazur would be quite surprised at the 
company he keeps) but it would be interesting, 
now and then, to have some one considering the 
effect of all of these goadings upon the consumer 
himself instead of looking at it from the pro- 
ducer’s viewpoint. 


1.3 Color to the Rescue of TV’s Boom. Business 
Week, July 25, 1953, pp- 132-134. [S.B.] 

If color TV gets off its mark next year, it will 
arrive just in time to keep TV set sales from lev- 
elling off and heading downhill. The peak 
would be 1954 with annual new sales of 7.4 mil- 
lion sets. 

If color gives new life to the industry as it 
approaches its mature years, it will be doing yeo- 
man service for the national economy. Televi- 
sion is big business, really big business. The re- 
tail value of sets sold from 1950 through 1952 
totaled $5.6 billions; for the same 3-year period, 
the next nearest appliance in sales, the refrigera- 
tor, produced only $3.7 billion retail sales. 

The forecast indicates that the first positive 
effects of color will be felt in 1955 when sales will 
reach 7.5 million sets, 800,000 of them color. By 
1957, the total sales level is expected to reach 7.7 
million sets, nearly half color. 

The forecast assumes that at the beginning, 
color receivers will cost over 3 times as much as 
similar black and white sets. By 1957, this ratio 
will drop to 2-to-1. Production facilities, partic- 
ularly picture tubes, will be a major check on 
sales before 1956. 


1.4 Magazine Advertising Today. Printers’ Ink, 
September 18, 1953. [s.B.] 

This study of magazine advertising is one of 
the series of reports that Printers’ Ink publishes 
on various media. By case histories, factual sta- 
tistics and objective reporting of trade opinion, 
this report discusses how advertisers are wsing 
magazines, how the medium as a whole is devel- 


oping and new techniques and methods devel- 
oping within the medium. 

A growing technique of magazine use is the 
creation of multiple-page advertisements which 
are used very heavily in merchandising a na- 
tional advertising effort to their retail detailers. 
However, such multiple-page insertions also 
have smashing effect upon consumers. 


1.5 Omnibus—A Unique Experiment in TV 
Programming. T. J. Jones, Printers’ Ink, 
July 3, 1953» PP- 32-43- 

Omnibus was the Ford Foundation’s attempt 
to develop a program that would advance the 
standards of TV production and programming. 
Although the Foundation is non-commercial, 
dedicated to public service, its TV program was 
designed as a commercial vehicle. However, the 
program content was controlled by the produc- 
ers of the show, not by the sponsors. 

Stock-taking of the first year’s performance in- 
dicates the following results: 


1. Omnibus lived down its early threat of be- 
ing too intellectual to appeal to a mass audience. 
For example, in a four-city survey, it was found 
that 25 per cent of the TV families saw the first 
go-minute opera, Die Fledermaus. Only 4 per 
cent said they didn’t enjoy it, while go per cent 
of those who had never seen or heard an opera 
before said they enjoyed it. Forty six per cent of 
the children in the Fledermaus-viewing homes 
watched the opera. 

2. Omnibus created a new Sunday afternoon 
television audience and regularly bettered its 
Sunday competition in ratings. About 3 out of 
every 4 Omnibus’ productions held or gained 
audience while they were on the air. 

3- Omnibus had its full quota of 5 joint spon- 
sors by the end of the ninth week even though 
the Ford Foundation was willing to underwrite 
the total cost for 26 weeks. A sponsor who made 
a one-time offer of a 25-cent booklet useful in 
home workshops obtained 5,000 orders for the 
booklet. According to this sponsor’s advertising 
manager, the whole show produced an amazingly 
high conversion to sales. 

4. Audiences liked the commercials on Omni- 
bus because of their treatment. Sponsors were 
urged to create commercials that would blend 
into its program format. Audience research indi- 
cated that in the main, viewers of Omnibus clas- 
sified the commercials as being among the better, 
more interesting types. 
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1.6 Product Interest as a Factor in Advertising 


Impact. E. F. Buxton, Advertising © 


Agency, June, 1953, pp- 57-59 #. [s.B.] 

This article is the first of two presenting a 
summary of research findings on reader interest 
in advertising. The first article discusses product 
interest, the second will discuss proposition (i.¢., 
themes, contests, etc.) interest. 

The data are contained in five tables showing 
levels of interest by men and women for products 
advertised in national newspaper advertising, 
local display advertising and in general weeklies 
and monthlies. As might be expected, men and 
women are different—for any medium, the rank 
correlation of men’s product interests with those 
of women is practically zero. In addition, the 
egocentricity of humankind is also obvious; 
clothing is at the top of most lists for both men 
and women. The only products which show a 
lead over clothes in interest for men are trans- 
portation and beer and ale. Mechanical devices 
like appliances also rank high among men’s in- 
terest. 

For women, the regular, basic foods received 
only average interest. High interest was paid to 
pride-flattering foods (cakes, pies and desserts) 
and pride-flattering household furnishings and 
appliances. 


1.7 Proposition Interest as a Factor in Advertis- 
ing Impact. Edward F. Buxton, Advertis- 
ing Agency, July 1953, pp. 66-69. [s.B.] 

A proposition, as Buxton defines it, is the dom- 
inant sales idea in an advertising campaign—the 
specific reason present in the advertising which 
encourages people to buy one particular brand 
of product or service in preference to another. 
The article presents three tables of basic sales 
propositions used in national advertising cam- 
paigns, classified as possessing high, low and av- 
erage interest power. 

The best propositions are consistently specific; 
offer something unique and distinctive; contain 
news or new information; appeal to readers’ self- 
interest; promise a genuine reward for learning 
more about the product or service; and, above 
all, are simple. 

The recurring factors in the weaker proposi- 
tions are vague and general claims; lack of news 
or new information; complexity; failure to pre- 
sent something unique or distinctive; or they ex- 
pect too much from the audience in terms of 
comprehension or intellect. 


1.8 Start a Funded Reserve for Advertising . . . 
Here’s How. J. K. Lasser, Industrial Mar- 
keting, July, 1953, pp- 49-51. [s.B.] 

J. K. Lasser proposed a counter-cyclical plan 
for advertising and research in a speech before 
the 1953 conference of the National Industrial 
Advertising Conference. His proposal aroused 
considerable interest in marketing and advertis- 
ing circles. The references at the close of this re- 
view offer a sampling of the comment found in 
trade publications on the Lasser proposal. 

The Lasser proposal involves the creation of a 
funded reserve by the permitted deduction of a 
given percentage of sales (5 per cent suggested) 
each year. This amount is to be invested at the 
close of the year in a non-interest bearing gov- 
ernment security callable at the end of five years 
but redeemable at will by the buyer. The com- 
pany would be subject to taxation on the whole 
sum at the end of five years on the call date un- 
less redemption had been made before then and 
the redeemed funds spent only in research and 
advertising. 

The plan certainly seems tempting since it al- 
lows a firm facing a recession to be able to draw 
upon funds accumulated, tax free, three, four 
years ago. However, there are some questions to 
be answered: Is five years long enough? During 
the Thirties, a firm wanting to advertise in 1937 
would find little to draw from its 1932 sales. 
Does this plan really level out the cyclical peaks 
and valley? It may fill in the valleys somewhat 
but after five years, it will not touch the peaks. 
How about the deflationary effects of accumulat- 
ing 25 per cent of annual sales in non-interest 
bearing bonds? This plan would put approxi- 
mately $75, billions away in sterile, air-tight val- 
ues. No consideration, apparently, has been paid 
to the drastic deflationary consequences of these 
reserve funds. These funded reserves might 
bring about the very conditions they were sup- 
posed to guard against. 


1.9 Surveys of Automobile and Beer Advertising 
Costs. Advertising Age, July 27, 1953, pp- 
3 ff., and August 3, 1953, pp. 3 ff. [s.B.] 

In these two articles, Advertising Age exam- 
ines the per unit national advertising costs of 
the major ‘automobile manufacturers and of the 
major brewers. The data are admittedly incom- 
plete since they do not include local or regional 
media or cooperative advertising. 

There was a great deal of variation between 
makes in terms of how much national advertis- 
ing it took to sell each car. Most makes, how- 
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ever, showed an increase in per unit advertising 
costs iN 1952 over 1951; in many instances, the 
cost is much higher than it was in 1950, the rec- 
cord production year for the industry. In terms 
of totals for the industry, AA’s study indicates 
that sales have dropped as advertising budgets 
have been cut; per-car advertising costs however 
have risen. 

The prevailing tendency is for the sales lead- 
ers to have lower advertising costs per car, be- 
cause of larger sales, e.g., Chevrolet sold 852,000 
cars in 1952 on an advertising investment of $5.7 
million; Dodge sold 246,000 cars with an expen- 
diture of $5.4 million. 

The national advertising data are quite inade- 
quate to measure brewers’ expenditures. In na- 
tional media, the biggest brewers spent 41¢ per 
barrel. However, the U. S. Brewers Foundation 
estimated that the industry as a whole actually 
spent $1.47 per barrel, considering all advertis- 
ing and promotion. 

None of the top ten brewers was in the lowest 
advertising cost group. On the other hand, all 
four of the biggest spenders, on a per-case basis, 
were members of the top ten. 

Among the top five, the Miller Brewing Com- 
pany showed the best sales increase, more than 
doubling its sales since 1949. This great growth 
was accompanied by an increasing per unit ad- 
vertising cost, since the firm trebled its expendi- 
tures to achieve this doubling in sales. 

This tendency to increase sales by increasing 
advertising, but at the expense of a rising per 
unit advertising expense, also held for Schlitz 
and Anheuser-Busch. Other companies weren't 
as lucky; increased advertising was accompanied 
by a decline in sales between 1949 and 1952 for 
Pabst and Ballantine. 


1.10 What Makes the Demand for Advertising? 

Alan S. Donnahoe, Advertising Agency, 

July 1953. PP- 52-55: [5-B-] 

An analysis of the demand for advertising, 
1929-1952, revealed the following facts: 1) Adver- 
tising is more volatile than net business sales to 
consumers. In any given year, a 10 per cent 
change in sales is associated with a 12 per cent 
change in advertising expenditures. 2) During 
the pre-war period, there was a steady downward 
trend in the ratio of advertising expenditures to 
sales. 3) Since the war, this trend has turned up. 
The ratio of advertising expenditure to sales has 
been increasing at the rate of 5.8 per cent per 
year. 

Conclusion drawn from the data are these: 


The advent of television has had no apparent 
effect upon the total amount spent on advertis- 
ing in relation to business sales volume to con- 
sumers. Advertising is an elastic commodity and 
that sales are the principal determinant of the 
advertising budget. 


2. SELLING—PERSONAL 


2.1 Building a Sales Force from Scratch. Busi- © 


ness Week, August 22, 1953, pp. 58-61. 
[s.B.] 


A year ago, C. H. Masland & Sons, carpet man- 
ufacturer sold exclusively through a sales agent, 
Alexander Smith, Inc., another carpet company. 
Today, Masland sells its entire line itself through 
a sales force of 35 men. Thus it provides a case 
book example of a change in distribution con- 
cepts and strategy. 

Originally, the szles arrangement between 
Masland and Smith made good sense, they each 
had blanks in their own lines that were filled out 
by strengths in the other’s lines. But Masland’s 
volume grew and it started to diversify its pro- 
duction. In addition, it began to feel that under 
the Smith set-up its distribution coverage was 
being spread too thin. Smith brought Masland 
to 5,000 retailers, which Masland felt was too 
many to service efficiently. The clinching argu- 
ment was a June 1951 survey of its retailers 
which showed that many of its dealers thought 
Masland was a branch of Alexander Smith. 

Masland started fresh by hiring an experi- 
enced sales manager, and started him off. He de- 
cided in favor of direct selling to retailers, get- 
ting control over these accounts plus freeing 
Masland from the necessity of guaranteeing 
wholesalers against price fluctuations. In opposi- 
tion to Smith’s broad coverage, the new Masland 
sales department voted for limited, selective dis- 
tribution. Finally, the company decided to limit 
their coverage of the United States to six districts 
rather than 17. 


2.2 How to Design the Salesmen’s Com 
tion Plan. Harry R. Tosdal, Harverd 
Business Review, September-October, 


1953, pp- 61-70. [E.D.] 


Observation and experience indicate five prin- 
cipal objectives in compensation plans for sales- 
men: income and security, incentives, flexibility, 
economy, and fairness. Elements of the plan in- 
clude salary, commission, drawing account, spe- 
cial payments for sales operations, bonus pay- 
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ments, special prizes, profit sharing, expense al- 
lowance, maximum earnings or cutoff point, 
fringe benefits, and administrative provisions. 
Some examples are given of how these elements 
may be used to achieve specific objectives, and a 
few general rules are given for constructing and 
operating compensation plans. 


2.3 Survey of Special Incentives for Salesmen. 
Albert Haring and Robert H. Myers, The 
Business Research Fund, Indiana Univer- 
sity Foundation (Bloomington, Indiana, 
1953), 48 pages, $2.00. [R.J.H.] 

Through a joint arrangement between the 
School of Business of Indiana University and 
National Sales Executives, Inc., the authors sur- 
veyed the latter’s group membership in an effort 
to determine the successful use of special incen- 
tives for salesmen. Findings indicated that spe- 
cial incentives do not substitute for a sound com- 
pensation plan. Moreover, sales contests require 
reasonably efficient sales management if they are 
to be successful. Sales contests and honor awards 
do appear to be very effective in stimulating 
salesmen to extra effort. Honor without some 
material award can be very empty. The finding 
of new customers was the reason most often re- 
ported by respondents for sales contests. Other 
findings include a ranking of the methods used 
to stimulate salesmen. 


3. INDUSTRIAL MARKETING 


3.1 Coordinating Procurement: A Case Study 
from the Aircraft Industry. Howard T. 
Lewis, Harvard Business Review, Septem- 
ber-October, 1953, pp. 91-100. [E.D.] 


Based on a study of procurement practices of 
84 companies in the aircraft industry, this study 
reveals a striking similarity in problems faced 
by different companies: maintenance of good 
vendor relations, efficient inventory manage- 
ment, and qualified personnel and good organ- 
ization. In all cases the importance of proper 
coordination with engineering and production 
was found to be essential for effective perform- 
ance. 

Three types of procurement coordination 
problems are described as they occur in the in- 
dustry: change orders, development contracts, 
and engineering insistence. Six alternative ap- 
proaches to organization problems are described, 
and the role of general management is empha- 
sized. 


4. MARKETING FARM PRODUCTS 


4.1 Apple Handling Methods and Equipment 
in Pacific Northwest Packing and Storage 
Houses. (Washington: Production and 
Marketing Administration, Department 
of Agriculture, Marketing Research Re- 


port No. 49, June 1953.) [c.H.s.] 


The cost of handling boxes of apples by the 
method now most widely used at packing and 
storage houses in the Northwest can be reduced 
nearly one-half by the adoption of improved 
methods and equipment, this study indicates. In 
addition, the better methods help to reduce 
bruising and deterioration of fruit. Although 
the study was confined to Washington State, the 
principles and methods developed should be ap- 
plicable in all major apple-growing regions. 

Comparisons were made of five fruit-handling 
methods now in use in apple packing and storage 
houses. Time studies were made of actual op- 
erations to determine labor and equipment re- 
quirements. Assumed wage rates were used for 
computing labor costs. Per-hour equipment costs 
were obtained largely from cost records of the 
plants. Total labor and equipment costs were 
computed for purposes of comparison only. Re- 
searchers found that the widely used method em- 
ploying belt conveyors and two-wheeled hand 
trucks cost $60.28 per 1,000 boxes of fruit, 
whereas the cost with industrial fork-lift trucks 
and 48-box pallets was only $31.99. 

Total labor and equipment costs for the other 
three methods ranged between those figures, as 
follows: Using clamp-type two-wheel hand trucks 
alone, $56.03; floor chain conveyors and clamp- 
type two-wheel hand trucks, $54.62; and indus- 
trial clamp-type lift trucks of 24-box capacity, 
$37-75- 

The comparisons cover the whole operation 
of receiving fruit from the orchard and storing 
it, moving it within the plant, and loading it out 
for shipment to market. 

The savings resulted largely from reduction in 
man hours of labor required. This is of particu- 
lar importance to the industry because man- 
power needs are large at harvest time, beth in 
the orchards and at the storage houses. More- 
over, fast work is necessary because, for each day 
that apples remain in the open at outdoor tem- 
peratures after they are picked, 10 days of storage 
life of the fruit is lost. Rapid movement of the 
fruit, represented by any reduction in man hours 
required to handle it, therefore prolongs its stor- 
age life. 

In addition to the reductions in labor require- 
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ments and costs, the methods found to be most 
efficient had a substantial advantage in main- 
taining the quality of the apples. The number 
of handlings of the fruit is reduced sharply by 
adoption of methods in which 24 or 48 boxes are 
handled as a unit by industrial lift trucks, and 
this in turn reduces bruising of the fruit and 
helps to maintain its quality. 

Copies of this report may be obtained at $1.50 
apiece from the Government Printing Office, 
Washington 25, D. C. 


4.2 The Establishment of Central Market But- 
ter Prices in Chicago and New York. 
(Washington: Production and Marketing 
Administration, Department of Agricul- 
ture, Marketing Research Report No. 53, 


June 1953.) [C.H.s.] 


The price of butter is important in the dairy 
economy. Approximately one-quarter of all milk 
produced in the United States is used for the 
manufacture of butter. The price of butter, be- 
ing reflected throughout the dairy economy, is 
of interest to many persons other than those who 
make or distribute butter. 

The study on which this report is based, was 
four-fold in purpose. It sought to describe the 
Chicago and New York wholesale butter mar- 
kets with particular attention to the manner in 
which central market prices are established and 
how they are used in buying and selling butter; 
to determine whether the trading in wholesale 
bulk butter in the central markets, particularly 
on the spot boards of the Chicago and New York 
mercantile exchanges, is of such a nature that the 
forces of supply and demand are adequately 
brought to focus; to determine the features of the 
marketing system which may have a bearing on 
day-to-day fluctuations in the price of butter; 
and to examine the charge that central market 
quotations understate the “true” value of butter. 

The report states that wholesale butter prices 
at Chicago and New York are reported daily by 
the U. S. Department of Agriculture, as well as 
by commercial market reporting agencies. USDA 
prices are based on the wholesale sales between 
butter dealers. These are described as open mar- 
ket sales. Only a relatively small proportion of 
the wholesale sales reported by USDA take place 
on the spot butter boards of the mercantile ex- 
changes. 

The butter quotations for Chicago and New 
York issued by the commercial market reporters 
are based exclusively on exchange trading and 
are widely used by the trade as a basis of settling 


with creameries for butter and as a basis for 
selling butter. 

Trading on the exchanges lasts for only a few 
minutes each day, whereas wholesale trades be- 
tween dealers take place throughout the day. 

Approximately 85 to go per cent of the butter 
marketed tends to bypass the wholesale open 
market, and only 10 to 15 per cent of the butter 
handled by the major receivers is bought or sold 
on the open market in transactions that could 


potentially be executed on the exchanges. Dur- 


ing 1951 about 8 million pounds of butter were 
sold on the spot butter boards of the mercantile 
exchanges. Through liberalizing the butter-trad- 
ing rules of the mercantile exchanges, research- 
ers estimate, the volume of trading might be in- 
creased to possibly 40 to 50 million pounds an- 
nually. 

The report notes some dissatisfactions with 
spot butter markets of the mercantile exchanges 
expressed by receivers, suggests some ways in 
which the exchanges might broaden their func- 
tions as market places, and analyzes certain criti- 
cisms of central market butter prices. 

In conclusion, the report observes that per- 
haps the greatest contribution that research can 
make toward the solution of the deficiencies in 
the system of central market butter price estab- 
lishment lies in providing a better understand- 
ing of the nature of central market butter prices, 
rather than in changing the institutional pattern 
by which prices are established. 

Copies of this report may be obtained at 45 
cents apiece from the Government Printing Of- 
fice, Washington 25, D. C. 


6. MARKETING SERVICES 


6.1 Home Trade-In: A Long Needed Marketing 
Plan for Real Estate. Tide, September 26, 
1953, Pp. 19-20. [S.B.] 

The marketing revolution has probably been 
longest delayed in housing. However, now the 
Federal Housing Authority is testing home trade- 
in projects in six U. S. markets “to see whether 
or not it is feasible to apply the used car tech- 
nique to the housing industry.” 

FHA is directly interested in helping people 
who bought homes during the immediate post- 
war boom and have now outgrown them. But 
their owners can not finance larger homes be- 
cause they are still paying for the old ones. How- 
ever, 4 out of 10 prospective home buyers own 
houses but have put off buying new ones because 
of the difficulties of disposing of the old one. 
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One plan, now starting in New Jersey, gives 
the homeowner a single contract to sign in which 
he agrees both to buy a new home and sell the 
old one to the builder at a price determined 
from estimates made from FHA formulas. An 
important provision of the contract allows for 
sale of the old house by the old owner if he 
should make repairs himself or find a better offer. 


8. PRODUCT ANALYSIS 


8.1 A New Kind of Car Market. Fortune, Sep- 
tember 1953, pp. 98-102 ff. [s.B.] 


The automobile industry, now 50 years old, is 
running full speed into a brand-new and differ- 
ent kind of market that may turn out to be more 
challenging than any it has encountered. The 
ability of the American auto industry to deal 
with this new kind of market is of profound im- 
portance to every one: the total cost of buying 
and operating cars accounts for 1 out of every 7 
dollars spent by the American consumer; and 
the passenger car competes with and stimulates 
practically all the rest of the American economy. 

Almost by chance, the auto industry has found 
its way to an answer to its problems—sell more 
car per unit (more accessories, luxuries, improve- 
ments and innovations) rather than more units. 
This fits in with American sociology; the car is 
fulfillment and fulfillment of a kind never before 
vouchsafed to so many people. 

Fortune has prepared an excellent analysis of 
demand for automobiles for the period, 1954- 
1959- Replacement is held to be the most im- 
portant factor in the size of the coming market; 
for the period ’54-’59, scrappage is estimated to 
average about 3.2 million cars annually. Demand 
arising from market growth—formation of new 
households, increased numbers of cars by exist- 


, ing households, and business and government 


} expansion—will account for 1.6 million annually. 
' Thus the chances are that the market will absorb 
fewer units per year, on the average, during the 
next 6 years than it did in the recent big years. 
But it seems likely that the amount people have 
to spend will expand faster than the number of 


_ cars they will buy or use. 


The net result of these factors is that con- 
sumers will be led to spend more dollars on cars 
as income rises, since unit demand will level off. 
The success of this move will depend of course 
upon the auto industry's success in building in- 
novations and extras into their cars without pric- 
ing themselves away from their markets. The 
auto-minded American consumer loves his car 
better than he loves any other product, and all 


he wants, as a buyer, is some tangible affection in 
return, i.¢e., today’s extras being included in to- 
morrow’s car at no (or little) increase in price. 


9. CONSUMER STUDIES 


9.1 The Changing American Market. Gilbert 
Burck and Sanford Parker. Fortune, Au- 
gust, 1953, pp. 98-105, ff. [s.B.] 

Fortune is also getting into the act; this article 
is the first of a series of reports on what is now a 
cliché—the changed (or changing) American 
Market. 

This article is notable for two elements: 1) a 
set of fine, if a little gaudy, charts on population 
trends, age distributions, income distributions, 
and spending patterns; and 2) a theme: the most 
important recent change is the rise of a great 
new moneyed middle class, growing larger, 
wealthier, more uniform, and yet more various. 

In 1929, there were 5.4 million family units 
with incomes between $4,000 and $7,500. These 
15 per cent of the total number of family units 
received 25, per cent of the total national income. 
By 1952, the $4,000-to-$7,500 group contained 
18 million family units, 35 per cent of the total, 
receiving 42 per cent of the total income. Fur- 
thermore, this new middle market has enjoyed its 
greatest growth since 1947. 

Thanks to inflation, a graduated income tax 
system, high wages and full employment, average 
income rose most sharply in the lower-income 
groups between 1941 and 1953. Meanwhile the 
average in the top group declined. However, the 
trend toward equalization has slowed down since 
1947- 

Real disposable income per capita in the 
United States has more than doubled since 1900. 
However, half of that gain came in the period 
since 1941. The surprising thing is the burst 
starting in 1947 in which real disposable income 
rose 23 per cent and per capita income 12 per 
cent. Going along with this explosive burst of in- 
come is a growth of population; the growth rate 
since 1947 has been the fastest since the first dec- 
ade of the century. 

‘The $4,000-and-over consumer is one with dis- 
cretionary buying power. Because the new mid- 
dle class has so much discretionary income, its 
buying habits are becoming more varied, more 
susceptible to competitive selling, even pure 
whim, rather than fixed patterns. 

Recently the three major categories of con- 
sumer expenditure—nondurables, services, and 
durables—have varied significantly. The most im- 
portant changes are that nondurables now ac- 
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count for 54 per cent of all consumer outlays as 
against 48 per cent in 1929, while services ac- 
count for 33 per cent in 1952 as compared to 40 
per cent in 1929. Food expenditures, as a per- 
centage of national income, tended to decline 
over the long run but lately are rising. 


9.2 The Growing Market You'll Be Doing Busi- 
ness In. Business Week, July 4, 1953, pp- 
74-89. [s.B.] 

This is the second of a series of reports by 
Business Week on the American market and the 
factors which are changing it. 

Since 1947, there has been practically no 
change in the regional shares of population. In 
every one of the larger regions, the percentage 
change in population between 1947 and 1952 
was quite close to the overall figure of g per cent. 
For a great variety of products, the number of 
households in a market is more useful than the 
number of people. The pattern of household 
growth shows a different pattern than popula- 
tion. Households have risen in number faster 
than population, 12 per cent to g per cent, with 
different rates in different parts of the country. 
Households were up most in the Middle Atlan- 
tic, South Atlantic and North Central regions. 

The age distribution of our population is 
changing. The over-65’s are up from 7 per cent 
in 1947 to g per cent in 1952 and are still in- 
creasing faster than other age groups. The un- 
der-5’s are up from 10 per cent to 11 per cent and 
the 1953 birth rate is at a new all-time high. The 
New England and North Central regions have 
the highest proportions of oldsters today fol- 
lowed by the Pacific, Great Lakes and Middle 
Atlantic regions. The one group in our popula- 
tion to decline in size are the teen-agers; there 
are actually 9 per cent fewer 17-21 year olds to- 
day than in 1947, despite the overall g per cent 
increase in population: this is the Great Depres- 
sion’s legacy. 

While population has risen g per cent, the 
number of buying units 12 per cent, the na- 
tional income has risen 39 per cent; 16 per cent 
in real income; 2g per cent via inflation. By and 
large, income distributions match population ex- 
cept for the South which still has a smaller share 
of income than population. The levels of time 
deposits indicate that these are concentrated 
more heavily in the populous industrial regions 
than income. The Great Lakes and Middle At- 
lantic regions account for 54 per cent of the na- 
tion’s total of time deposits, compared to 48 per 
cent of the income and 43 per cent of the popu- 


lation. However, there has been a tendency to 
flatten out these peaks and valleys of both in- 
come and time deposits since the end of the war. 

One of the points of greatest regional varia- 
tion is the nature of the new home building go- 
ing on since 1947. At one end of t’.e scale is New 
England where 89.4 per cent of all new housing 
units built since the war have been one-family 
houses. At the other end of the scale is the neigh- 
boring Middle Atlantic region where more than 


a third of the postwar housing units are in apart- . 


ment buildings, only 58.6 per cent are one-family 
homes. 


9.3 How the New Suburbia Socializes. W. H. 
Whyte, Jr., Fortune, August, 1953, pp- 
120-122 ff. [s.B.] 


Fortune considers Park Forest, Illinois, the 
prototype of the new suburbia. The patterns of 
communication and group formation which are 
being demonstrated there may become dominant 
in the America of not so very many years from 
now. The patterns start with the children, they 
set the basic design. Their friendships are trans- 
lated into the mother’s friendships, and these, in 
turn, to the family’s. Fathers just tag along. 

The flow of wheeled juvenile traffic deter- 
mines which is to be the functional door in the 
home and further, the route one takes from the 
functional door. When wives go visiting with 
neighbors they gravitate toward the houses 
within sight and hearing of their children and 
the telephone. This crystallizes into the regular 
kaffeeklatsch route and thus forms the basis of 
adult friendships. 

The location of one’s home in relation to the 
others not only determines your closest friends; 
it also virtually determines how popular you 


will be. The more central one’s location, the ' 
more social contacts one has. In the streets con- f 


taining rental apartments, there is a constant 
turnover; yet no matter who moves in or out, the 
center of activity remains in mid-block, with the 
people at the ends generally included only in the 
larger gatherings. 

People are not yet such pawns of their en- 
vironment that physical, objective factors are all 
that determine their social lives. Such factors as 
age, drinking, and bridge have influence. But 
the remarkable aspects of friendships in the new 
suburbia is how much it transcends personal 
characteristics. Despite the great number of oc- 
cupational and company ties, closest friendships 
generally have not crystallized this way; after 
dark, even the car pool loses its pull. 
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9.4 The Leisured Masses. Business Week, Sep- 
tember 12, 1953, pp. 142-152, and Septem- 
ber 19, 1953, pp- 144-154. [S.B.] 

In this two-part article, Business Week ex- 
plores some of the results of the “Changed 
America” (changed in total income and income 
distribution). 

About a third of America’s increased produc- 
tivity has gone into leisure. Of all types of lei- 
sure, the long week-end off has had the most 
significant impact on our ways and our econ- 
omy: it has helped decentralize us, given us time 
for bigger leisure-time projects and welded the 
family back together again. 

People are shifting from spectator amusements 
to individual recreation. Between 1929 and 1952, 
the expenditure on spectator amusements rose 
67 per cent, the expenditure on individual rec- 
reation rose more than 3 times as much, 236 per 
cent. The 1952 bill for individual recreation was 
$8.5, billion, one-third on TV, radio, records and 
musical instruments. 

TV has pretty much won the battle for peo- 
ple’s spare time in the evenings but newspaper 
and book reading and hobbies aren’t particularly 
affected by TV. But the movies—socko! That is, 
all but the drive-ins; they’re turning into a new 
kind of amusement center with something for 
the whole family. Booming leisure-time sports 
are hunting and fishing. There were 17.1 million 
fishing licenses issued last year, 2 million being 
women. 


9.5 Our Dieting Millions: They’re Playing Hob 
with the Food Industry. Etna M. Kelley, 
Sales Management, August 1, 1953, pp. 
24-27 ff.; August 15, 1953, pp. 36-45, Sep- 
tember 1, 1953, pp. 84-94. [S.B.] 

This tri-partite article deals with the impact 
of new concern with the caloric content and 
therapeutic values of foods. The nation’s dieters 
—the diabetics and low-sodium users, as well as 
the reducers—comprise a huge market. Business 
and industry have risen enthusiastically to its 
demands, have introduced new products suited 
to its special requirements, modified existing 
products to make them more acceptable and 
have called attention continuously, through ad- 
vertising, to what is available for the go million 
plus in this group. The big appeal is to the obese, 
to such an extent that high calorie count, for 
many products, is now a sales handicap. There’s 
reason to believe that men are slower to acknowl- 
edge obesity, and less willing to submit to diets 
than women. 

There are two main groups behind the low- 


calorie movement, the “altruistic” and the “com- 
mercial.” Chief among the “altruistic” group is 
Metropolitan Life Insurance Co.; another strong 
force for dietetic foods is the American Diabetes 
Association. The “commercial” group is made 
up of those manufacturers whose products are 
low in calories—protein breads or wafers, syn- 
thetic or non-nutritive sweeteners, sugarless soft 
drinks, skim milk or non-fat dry milk solids, etc. 

Products that once were sold largely through 
health stores now are often displayed in a de- 
partment of their own in department store food 
sections. More significantly, they are now on the 
shelves of 80 per cent of the supermarkets. 

It is somewhat of a paradox that the lion’s 
share of the dietetic food business in the manu- 
facturing end is going not to specialists who pro- 
duce such goods exclusively, but to canners 
whose chief market is the general public. 

There’s a large, avid audience on dieting in all 
forms. This audience wants information—the 
how and why with sample menus, recipes and 
calorie count tables. Strongest appeals are those 
related to vanity rather than health; readership 
is by both men and women. In their dieting, 
John and Jane Q. Public are dieting in a big 
way and they go by the book. 


9.6 Why Sales Come in Curves, National Broad- 
casting Company, New York: 1953, 66 
pages. [R.J.H.] 

NBC has published a preliminary report of a 
study of brand-switching. The purpose of the re- 
search was to find out how television affects cus- 
tomer loyalty. A two-wave survey in February 
and May 1952 took place in four midwestern 
cities. Eighteen product categories were studied 
during the course of the research. The results 
showed that the over-all customer level for most 
brands did not appear to fluctuate greatly be- 
tween February and May. But the actual compo- 
sition of the customer group showed great 
amounts of switching. Within the three month 
period, the average brand (TV and non-TV) lost 
almost half its customers and gained a similar 
number of new customers. So, two of three per- 
sons either stopped or began buying in this pe- 
riod. Details are presented in the remainder of 
the report. 


9.7 The Attitudes, Motives, Behaviors of Sub- 
scribers to BETTER HOMES AND GARDENS, 
Meredith Publishing Company, Des 
Moines, 1953, 65 pages. [R.J.H.] 

Better Homes and Gardens in 1951 asked So- 
cial Research, Inc. to find what subscribers re- 
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ceive from (1) reading and looking at the maga- 
zine, (2) having it around the home, and (3) us- 
ing it in their home life. Depth interviewing, 
projective techniques (including sentence and 
cartoon completion), and thematic pictures were 
used by SRI in their research. 

The SRI report included an examination of 
how the subscriber reads Better Homes and Gar- 
dens. A substantially large audience of men, for 
example, read parts of the magazine regularly, 
whereas a smaller group reject the magazine be- 
cause it seems like a woman’s magazine. The 
main reason for reading Better Homes and Gar- 
dens are practicality, fantasy and ostentation, not 
in that order but rather in a combination of 
these. Specific features of the magazine are also 
reviewed. 


14. RETAILING 


14.1 A Supermarket That Will Try Anything. 
Business Week, July 11, 1953, pp. 91-94. 
[s.B.] 


Houston, Texas is the scene of a long-time 
running fight between two home-grown super- 
market giants, J. Weingarten and Henke & Pil- 
lot. Weingarten is probably the super-supermar- 
ket of them all: it is a grocery store, drug store, 
hardware store, variety store and a ready-to-wear 
store. Some of the features he has tried and kept 
are: Home Centers that carry everything for the 
housewife from garden tools to bathing suits in- 
cluding coffee percolators, hair driers, costume 
jewelry and ready-to-wear clothes; Green Thumb 
nursery shops that carry as many as 500 varieties 
of plants and shrubs; Kiddie Korrals which keep 
youngsters out from under while mother shops; 
Lunch Counters and cafeterias for both cus- 
tomers and employees; Self-service meat depart- 
ments which offer prepackaged meats plus spe- 
cial cuts for customers who want them; and Party 
Corners in the store’s food departments which 
provide everything from caviar to 25 brands of 
salad dressing. 

Appliances were dropped not because of 
losses, but because the worries of carrying in- 
stallment paper, finding outside salesmen and 
keeping up service departments. 

Henke & Pillot differs somewhat from Wein- 
garten. Henke reaches higher up the price scale, 
it plugs name brands and it sells heavy appli- 
ances, in fact, they have one store that sells noth- 
ing but appliances. 

It has several leased prescription departments 
in some stores. 

Henke matches Weingarten promotion for 


promotion. One of Henke’s most unusual ven- 
tures into community life is its sponsorship each 
year of a series of pop concerts by the Houston 
Symphony Orchestra. Customers at Henke stores 
get tickets free; the orchestra usually plays to a 
packed house. 


14.2 Receiving, Blocking, and Cutting Meats in 
Retail Food Stores. (Washington: Pro- 
duction and Marketing Administration, 
Department of Agriculture, Marketing 
Research Report No. 41, June 1953). 
[c.H.S.] 


This report is the first of a number setting 
forth the results of studies conducted to find ways 
of improving the layout, work methods, equip- 
ment, and materials used in the meat depart- 
ments of retail stores. 

The application of selected improvements in 
methods, materials, and equipment to the cut- 
ting operation in the meat department of one re- 
tail store, and to the receiving, blocking, and 
cutting operations in three other stores, in- 
creased the productivity for these operations by 
26.6, 36.3, 36.3, and 38.9 per cent in the respec- 
tive stores. These improvements represented a 
reduction in labor requirements in these four 
average-size markets of 8.5, 14.1, 16.0, and 28.4 
man-hours per week. 

Improved use of the overhead meat rail and 
use of a meathook stabilizer increased productiv- 
ity of the receiving operation by 82.1 per cent 
over receiving without a rail. 

The most productive blocking operation was 
achieved by using the overhead meat rail and 
hanging the forequarter in the chuck rather than 
in the rib to minimize lifting and to facilitate 
trimming the quarter. Use of the spinal cord re- 
mover and the calibrated knife described in the 
report further reduced blocking time. 

In the cutting operation the best productivity 
was obtained with a new type of cutting table 
together with a revised workplace arrangement, 
by using a power saw with a smear remover at- 
tachment to remove bone and fat smear from 
the meat. 

Copies of this report may be obtained at go 
cents from the Government Printing Office, 
Washington 25, D. C. 


14.3 Should You Go Self-Service on Meats? El- 
liott S. Clifton and Francis A. Kutish, The 
Progressive Grocer, September, 1953. 
[R.J-H.] 

According to data in this article, taken from 
another study by Fred Wiegmann, for any given 
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size of meat business there was no difference in 
the total cost of selling meat between service and 
self-service methods. However, the factors of 
labor, floor space, investment in equipment and 
paper supplies did individually vary between the 
two methods. Another finding included the de- 
creasing selling costs as volume of sales increased. 
This bears out an earlier report by the Depart- 
ment of Agriculture. 


15. TRANSPORTATION 


15.1 The Fourth Dimension in the Distribution 
of Electronic Items (23 pages), The Fourth 
Dimension in Apparel Merchandising, 
American Airlines, Inc., 1953 (25 pages). 
[R.J.H.] 


These studies present research results concern- 
ing the effect of air transportation upon two 
specific industries. Air freight for the electronics 
business is shown to help reduce costs and/or 
improve sales. A rate of return chart was em- 
ployed to show the profitableness of employing 
air freight. Inventory levels, of course, are ex- 
amined in some detail. In the apparel study, 
arguments are presented to show that air freight 
is justified in terms of its effect upon stock turn 
and increased sales and ultimately upon the net 
contribution to profit. 


18. FEDERAL, STATE, LOCAL REGULA- 
TION 


18.1 New Antitrust Policy Developing. Business 
Week, August 1, 1953, pp. 62-66. [s.B.] 


The cases now before the new members of the 
Federal Trade Commission are likely to reflect 
the shift to a more conservative, business-con- 
scious majority. Chairman E. F. Howrey intends 
to require more evidence and to put less reliance 
on ideologies—this means giving defendants the 
broadest leeway for their actions. However, it is 
not all clear sailing for the “business view 
point”; in the recent case of three big spark plug 
makers, the FTC told them to charge equal 
prices for replacement plugs to all dealers and 
forbade two of them from making exclusive 
agreements with dealers. 

The key figure in present discussions is S. C. 
Oppenheim who has been named co-chairman of 
Attorney General Brownell’s committee set up to 
study anti-trust ‘policy. Oppenheim advocates 
a policy of recognizing “workable competition” 
as the type and degree of competition to be pro- 
tected by anti-trust laws. This leads ultimately 


to a revision of the belief that bigness or control 
or a certain percentage share of the market is 
enough to condemn a company. A second foun- 
dation stone in Oppenheim’s view of revised an- 
ti-trust policy is “the rule of reason.” This will 
eliminate “per se violation rules” and bring 
about a case-by-case review of all relevant evi- 
dence that both sides could produce. 

Oppenheim also tends to favor the hard com- 
petition philosophy of the Sherman Act as op- 
posed to the soft competition ideas of the Rob- 
inson-Patman Act. He thinks that the price and 
service discrimination sections of the Robinson- 
Patman Act should conform to the rule of rea- 
son and workable competition concepts. 


20. MARKETING THEORY 


20.1 Marketing Structure and Economic De- 
velopment. Richard H. Holton, Quarterly 
Journal of Economics, August, 1953, pp. 
344-361. [E.D.] 

Contrary to the Clark-Fisher thesis that ter- 
tiary production is of less importance in back- 
ward than in industrialized countries, it is found 
that trade is of considerable significance in 
Puerto Rico compared with primary and second- 
ary industries. Its importance, especially in food 
distribution, is due to an inefficient market struc- 
ture. 

Food retailing provides an excellent example 
of monopolistic competition. Consumers de- 
mand credit, delivery, and locational conveni- 
ence. Retailers view their demand curves as 
highly inelastic and are unwilling to compete on 
a price basis. They are also reluctant to expand 
the size of firm because of lack of motivation or 
the absence of control methods. Thus, firms op- 
erate at less than optimum volume and with high 
gross margins. Improvement of the system de- 
pends primarily on the possibilities of changing 
merchants’ attitudes toward innovation and ex- 
pansion. 

On the mainland, the effects of overemploy- 
ment in marketing are a total production less 
than the maximum possible because of the rela- 
tively low marginal productivity of labor in 
trade. In Puerto Rico, chronic unemployment 
implies that the alternative marginal produc- 
tivity of the worker in trade may be zero; hence, 
Puerto Rico’s inefficient marketing means, not 
less than the maximum total production, but a 
maldistribution of income. This is true to the ex- 
tent that the high cost of inefficient distribution 
is borne disproportionately by low-income fam- 
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ilies. Industrialization may be the most power- 
ful force increasing marketing efficiency. 


20.2 The Process of Capital Formation in In- 
ventories and the Vertical Propagation of 
Business Cycles. Ruth P. Mack, The Re- 
view of Economics and Statistics, August, 
1953, pp- 181-198. [E.D.] 

Not only are stocks a substantial segment of 
capital formation, but the process of capital for- 
mation in the case of inventories is quite dif- 
ferent from that in the case of durable plant 
and equipment. Changes in the size of stocks re- 
sult from decisions directly related to stock size 
and decisions not concerned primarily with stock 
size. This paper discusses these two groups of deci- 
sions and develops one set of implications stem- 
ming therefrom—those bearing on the way in 
which fluctuations in the buying of finished 
goods are magnified and set ahead at earlier 
stages of production. 

Management decisions related to the proper 
size of stock itself are concerned with the need 
to keep stocks low because of carrying charges, 
the need to have stocks to provide adequate 
services to customers, and the need to have stocks 
large enough to provide a smooth feed-line. De- 
cisions related to factors other than stock itself 
are concerned with the provision of a flow of 
goods suited to consumer demands, minimi- 
zation of the high cost of fluctuations in output, 
and acquisition of materials in time and at the 
right price. Inventory changes are generally a 
compromise between long and short-run objec- 
tives, changes in objectives, or divergent objec- 
tives. 

For a while, stocks of finished goods tend to 
move inversely to, and unfinished goods, directly 
with, fluctuations in output. The net change for 
inventories as a whole apparently increases the 
amplitude of final purchasing as earlier stages 
of purchasing and marketing are reached and sets 
ahead turns in final demand. 

There appear to be four different constella- 
tions capable of imparting timing and/or ampli- 
tude acceleration as changes in buying move 
from finished goods toward the earlier stages of 
processing: (1) stock-sales relationship, (2) im- 
plemented inventory objective, (3) market pros- 
pects, and (4) margin fluctuations. Inventory 
policies are built out of the intricacies of busi- 
ness practices. The aggregative effect of inven- 
tories is not yet summarized in a complete model 
because of a basic indeterminateness. 


21. PRICES AND PRICE POLICIES 


21.1 Prices as Indicative of Competition among 
Retail Food Stores. Kenneth D. Naden 
and George A. Jackson, Jr., Journal of 
Farm Economics, May, 1953. [E.D.] 


Price variations between identical items in re- 
tail food stores are not inconsistent with a high 
level of competition for the store as a whole. 
Institutional factors which restrict the expression 


of a high level of competition for individual - 


items much more than for the aggregate of goods 
are immobility, social custom, absence of infor- 
mation, and other inconvenience costs. By concen- 
trating their purchases, consumers show that 
they prefer not to minimize cash costs of the fam- 
ily food requirements because of the effort and 
trouble of shopping most efficiently. Other 
reasons for price variations are the imperfect 
imputation of costs and the freedom of retailers 
to use discretion in setting prices. The extent of 
price variations is illustrated with data on the 
prices of chicken meat products in the Los 
Angeles market area in 1949 and 1950. 

The significance of this hypothesis is that re- 
tailers need to focus attention on the overall 
appeal of the entire offerings of their store as well 
as on individual items; and in market research, 
the ordinary concept of a retail market for any 
single product needs to be reconsidered. 


22. GENERAL MARKET STATISTICS 


22.1 BLS LIFO Indexes (Bureau of Labor Sta- 
tistics, Department of Labor, Washing- 
ton, D. C.) [c.n.s.] 


The Bureau of Labor Statistics has contracted 
with the Limited Price Variety Stores Associa- 
tion, Inc. to construct and publish semiannually, 
beginning with June 1953, a Limited Price Vari- 
ety Store Inventory Price Index, similar in con- 
struction and use to the Department Store In- 
ventory Price Index, generally referred to as a 
LIFO Index. The collection of the data and con- 
struction of the index will be financed by the As- 
sociation, but the BLS reserves the right to pub- 
lish the index. 

The LIFO method of inventory accounting 
has been used for tax purposes by many indus- 
trial and merchandising organizations for some 
time. Essentially, this method calculates end-of- 
year inventory values on the basis of prices pre- 
vailing at the beginning of the first year of LIFO 
method adoption in order to avoid showing un- 
realized profits or losses arising solely from price 
variation during the year. 
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When LIFO is used by an organization which 
has its inventory concentrated in a few items, ad- 
justment for price changes may be handled by 
conventional accounting methods. However, 
when LIFO is used by a concern with a varied 
inventory, accounting methods are no longer 
practical. An index of price changes based on a 
sample of commodities of the total inventory is 
the most expedient device to use in such circum- 
stances. 

In 1948 the Bureau of Labor Statistics under- 
took the construction of a LIFO index for de- 
partment stores at the joint request of the Bu- 
reau of Internal Revenue and the American Re- 
tail Federation, the latter providing the funds 
for this index. Since then the BLS has been com- 
puting this index semiannually (January and 
July of each year). Ten major merchandise 
group indexes and a total index are computed. 
The major merchandise groups are combina- 
tions of the standard departments established by 
the Controllers’ Congress of the National Retail 
Dry Goods Association. For each merchandise 
group, a sample of items are priced to represent 
the price movement of all items in that group. 
The prices are those which the Bureau regularly 
collects for use in its Consumer Price Index. 
These are retail prices collected in stores in ten 
cities scattered throughout the United States. 
These prices have been supplemented by prices 
of additional items important in department 
store inventories. The weights for the index are 
the inventory values of merchandise in depart- 
ment stores. These inventories are obtained 
from a representative sample of department 
stores using the LIFO method. The inventory 
value weights are changed each year. 

For the new limited price variety store LIFO 
index, the BLS will collect prices each June and 
December on approximately 300 items in vari- 
ety stores located in 14 cities. Indexes will be 
computed for 11 major merchandise groups and 
a “Store Total.” Weights for the indexes will be 
based on dollar inventory data reported to the 
BLS by a representative group of stores, and the 
weights will be changed each year. The indexes 
will be multiplied together to form a continuous 
chain index, with December 1952 as the base. 

The Bureau is currently engaged in making 
some substantial revisions in the department 
store index to expand its use and increase its ac- 
curacy. This revision has been approved by the 
Department Store Inventory Price Index Tech- 
nical Advisory Committee, composed of repre- 
sentatives from the American Retail Federation, 


the Bureau of Internal Revenue, and the Bureau 
of Labor Statistics. 


22.2 Census Bureau Announces Revised Statisti- 
cal Program. (Bureau of Census, Depart- 
ment of Commerce, Washington, D. C.) 
[C.H.s.] 


Compilation of business statistics by the Bu- 
reau of the Census, Department of Commerce, 
will be expanded in some fields and contracted 
in others under a revised program of collecting 
and publishing information on American indus- 
try and commerce. The new Census program has 
been developed to provide as comprehensive in- 
formation on business changes as possible in line 
with the appropriation for the 1954 fiscal year. 

Eliminations from the Census Bureau's pro- 
gram include the full scale 1953 Censuses of Busi- 
ness and Manufactures and preparatory work for 
the 1954 Census of Agriculture for which re- 
quested funds amounting to $11.6 million were 
denied by Congress. The funds amounting to 
$1.5 million which Congress did make available 
to obtain statistics in these fields will be applied 
in the following projects: 


1. Improvement in the Census Bureau's basic 
sample and of the sampling procedures needed 
for determining each month for the country as 
a whole the volume of retail trade and for mak- 
ing various special studies. The new sample will 
include 230 unit areas, spread systematically 
throughout the country. 

2. Expansion of retail trade statistics to pro- 
vide (a) more detailed monthly statistics of re- 
tail trade by kind of business, (b) regional break- 
downs of retail sales by major kinds of business 
for 1953, and (c) improvement of information 
on monthly changes in retail inventories. 

3. Expansion of wholesale trade statistics, 
through enlargement of the survey sample to 
provide national totals of wholesale sales and in- 
ventories and comprehensive monthly trend 
data. 

4. Inauguration of a sample survey of selected 
service trades to provide national estimates of 
expenditures for such services in the year 1953. 

5. Continuation of the annual sample survey 
of manufactures, with particular emphasis on 
establishments in the metal consuming indus- 
tries. 

6. Tabulation and publication of data for 
each county in the United States showing num- 
ber of business establishments, total employment 
and first quarter payrolls in 1953 based on re- 
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ports filed by employers under the Old Age and 
Survivor’s Insurance Program. 

7. Conduct of a sample survey in two States, 
probably Virginia and Utah, to provide State 
estimates and to test procedures whereby such 
data can be used by the Department of Agricul- 
ture in strengthening its current statistics. 


Several other phases of the Census Bureau’s 
program have been modified. Changes involving 
several of the commodity surveys in the Facts 
for Industry series of reports have been made 
and others are under review. These changes re- 
sult from application of a policy to transfer from 
government to industry part of the cost of some 
of the commodity surveys which it appeared 
could be appropriately borne by trade associa- 
tions. As a result, all or part of the cost has been 
assumed in some instances by private interests. 
Portions of a number of commodity surveys have 
been dropped, while others have been reduced 
in frequency or modified in other ways. 

Certain surveys will be modified in coming 
months, but more ti@ will be required to ne- 
gotiate and install the revised reports. Addi- 
tional adjustments in programs may be required 
in the future when it can be determined whether 
the actions already taken bring the program into 
balance both in terms of budgetary considera- 
tions and the relative importance of the various 
series. 

The continuity and timing of the Census Bu- 
reau’s monthly series of population estimates 
and the monthly report on the labor force have 
not been affected and these will continue to be 
issued on schedule. 


22.3 Detailed Record of 1952 National Income 
and Product. (Office of Business Econom- 
ics, Department of Commerce, Washing- 
ton, D. C.) [c.H.s.] 


The national income and product statistics of 
the United States are carried forward through 
1952 in the July issue of the Survey of Current 
Business, monthly publication of the Depart- 
ment of Commerce. Estimates for the first quar- 
ter of 1953 are also included. The six accounts 
and fifty tables presented correspond to and con- 
tinue those shown and explained in “National 
Income and Product of the United States, 1929- 
1950,” which was published in 1951 as a supple- 
ment to the Survey, and supersede those pub- 
lished in July 1952 and February 1953. They are 
designed for use with the 1951 National Income 
Supplement to provide a complete set of the na- 


tional income and product statistics from 1929 
through 1952. 

Summary tables republished in the July 1953 
issue of the Survey for the entire period, 1929- 
1952, include those on national income by dis- 
tributive shares; gross national product or ex- 
penditure by major components; personal in- 
come by source and disposition; the relation of 
gross national product, national income, and 
personal income; gross national product or ex- 
penditure in constant dollars; and the implicit 
price deflators for gross national product by 
major segments. 

Detailed supporting tables—presented in the 
July issue for 1949-1952 only—include the usual 
breakdown of national income and the distribu- 
tive shares by industry of origin; personal con- 
sumption expenditure and other components of 
gross national product by type of goods or serv- 
ices; and seasonally adjusted and unadjusted 
quarterly values for the gross national product, 
national income, personal income, and their 
major components. All previous estimates for 
1950-52 have been reexamined in the light of 
new or improved source materials which have 
become available during the past year, and a 
number of these estimates have been revised to 
incorporate such materials. 

Copies of the July 1953 issue of the Survey of 
Current Business may be purchased, at go cents 
each, from the Superintendent of Documents, 
Government Printing Office, Washington 25, 
D. C., or from the Department of Commerce 
Field Service Offices in principal cities. 


22.4 Improving National Marriage and Divorce 
Statistics. Hugh Carter, Journal of the 
American Statistical Association, Septem- 
ber, 1953, PP- 453-461. [E-.] 

An historical review of the collection and pub- 
lication of marriage and divorce statistics shows 
that improvements have been made in the com- 
pleteness, detail, and frequency with which data 
have been collected and published and that such 
statistics depend upon close cooperation among 
federal, state, and local agencies. 

Efforts to improve marriage and divorce sta- 
tistics center around the establishment of stand- 
ard procedures, report forms, and definition of 
important terms. Another phase of the improve- 
ment program concerns a plan to establish Reg- 
istration Areas for marriage and divorce com- 
parable to the Birth and Death Registration 
Areas. 

Questions concerning future developments in- 
volve problems of consistency checks, methods of 
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compiling the 7. and the extent to which 
sampling methods can be used. 


22.5 National Income and Product of the 
United States, 1952. Survey of Current 
Business, July, 1953. [E.p.] 

This annual review of national income and 
product for 1952 reveals that gross national prod- 
uct was an estimated $348 billion, national in- 
come was $292 billion, personal income was $270 
billion, and disposable personal income was $235, 
billion. The tables include some new and revised 
series. 


22.6 1953 Statistical Supplement to the Survey 
of Current Business. (Office of Business 
Economics, Department of Commerce, 
Washington, D. C.) [c.H.s.] 


The Office of Business Economics has pub- 
lished a new statistical supplement to its monthly 
Survey of Current Business. The supplement, 
which is entitled “Business Statistics, 1953 Bien- 
nial Edition,” is the ninth in a biennial series 
dating back to 1932. It will be the basebook to 
which the 2,600 series regularly carried in the 
40-page Monthly Business Statistics Section of 
the Survey will be keyed. For each of these series 
the supplement presents monthly data from Jan- 
uary 1949 through December 1952, and annual 
averages of monthly data from 1935 through 
1952. 

The supplement also contains comprehensive 
descriptions and explanations of all statistical 
data covered in its tables and in the monthly 
Survey of Current Business, furnishing the 
reader with the information essential to proper 
use of the data. Definitions of the statistical units 
employed, methods of collection of data, ade- 
quacy of samples, and names and addresses of the 
original compilers are included. In addition, the 
notes direct the reader to previous publications 
which provide monthly data prior to 1949, and 
call attention to any changes in the series which 
might affect comparability. 

Copies of the 1953 edition of “Business Sta- 
tistics” may be purchased at $1.50 each from the 
Superintendent of Documents, Government 
Printing Office, Washington 25, D. C. The sup- 
plement is not included in the $3.25 annual sub- 
scription to the Survey of Current Business. 


22.7 Revision of BLS Housing Starts Estimates. 
(Bureau of Labor Statistics, Department 
of Labor, Washington, D. C.) [c..s.] 


The 1954 appropriation for the Bureau of 


Labor Statistics includes funds requested for re- 
vising sample and estimating procedures used in 
determining the monthly volume of new non- 
farm housing units started (see above, p. 155). 
According to present plans the project will be 
completed by June 30, 1954, at which time esti- 
mates on the new basis, linked to the old series, 
will be available. 
Essentially the project embraces: 


1. Revision of the stratification and the 
weighting procedures for the building-permit-de- 
rived section of the estimate. 

2. Revision of the sample of 96 counties cur- 
rently surveyed to measure starts in nonpermit 
places. 

3. Identification of and establishment of reg- 
ular reporting from local government units that 
have recently established permit systems. 

4. New surveys of rates of permit cancellation 
and time elapsed between issuance of permit and 
start of construction, and the relationship be- 
tween permit valuation and construction cost. 


Determination of the @nificant stratification 
factors, sample design and estimating methods 
will be based upon: 


1. Data available from the 1950 Census of 
Population and Housing. 

2. Data on housing starts in nonpermit areas, 
collected by field surveys in the present 96- 
county sample. 

3. Estimates of current housing starts (permit 
and nonpermit) in 15 large metropolitan areas, 
published by BLS during the period 1946-1951. 

4. Building permit reports now submitted to 
BLS from over 6,000 places covering g2 percent 
of the metropolitan population and over 75 per 
cent of the total nonfarm population. 


22.8 State Income Payments in 1952. Robert E. 
Graham, Jr., Survey of Current Business, 
August, 1953, pp. 7-15. [E-D.] 

This is the annual review by the United 
States Department of Commerce of income pay- 
ments for 1952. Income payments to individuals 
rose from $243 billion in 1951 to $255, billion in 
1952. They rose at above-average rates in the 
four Southern and Western regions, and at be- 
low-average rates in the Northeast and the Mid- 
dle East. 

Some important changes by industry were a 
decline in agricultural income, an increase in 
manufacturing income, a slight decline in tex- 
tile income, an increase in transportation equip- 
ment income, a small expansion in income from 
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metals industries, and a near-average increase in 
personal income from government. 

National per capita income payments were 
$1,639, which was four per cent above 1951. The 
range was from $2,260 in Delaware to $818 in 
Mississippi. 


23. MARKET AREA STUDIES 


23.1 Downtown Transportation Survey. Com- 
munity Studies, Inc. (Kansas City 5, Mis- 
souri, 1953). 43 pp- [R.J-H.] 

This survey was conducted in an effort to as- 
certain the means of transportation used by 
shoppers to reach the stores located in the down- 
town area of Kansas City. The survey consisted 
of three phases. The first concerned itself with 
the employees of twelve cooperating stores. The 
second and third phasMconsisted of interviews 
with the customers of the cooperating stores. The 
survey established that a majority of downtown 
shoppers and employees in mercantile establish- 
ments use public transportation. 


23.2 Metropolitan County Areas, Greensboro 
News and Record (Greensboro, North 
Carolina: May, 1953), 64 pages. [R.J.H.] 


This publication includes complete ranking 
of 225 metropolitan county areas (1952 sales) in 
thirteen types of retail sales outlets. It also in- 
cludes the county-city sales data in major classifi- 
cations for the state of North Carolina. The 
dollar rankings of seven of the thirteen sales 
classifications, compiled by Sales Management, 
have not been published heretofore. Considera- 


a. data has been reprinted from the latter’s 


Survey of Buying Power. 


23.3 New York, America’s Biggest Industrial 

. Market, New York Times Research De- 

partment (New York: June, 1953), 64 
pages. [R.J.H.] 

A statistical picture of New York as an in- 
dustrial market is given in this booklet. The data 
has been gathered from a number of sources such 
as the Census of Manufactures, Industrial Direc- 
tory, and New York Port Authority. Various 
types of statistical and non-statistical data are 
presented in an effort to show the importance of 
New York as an industrial market. The number 
and sales of jewelry manufacturers are presented, 
for example, as is a listing of steamship com- 
panies serving the area. 


24. RESEARCH TECHNIQUE 


24.1 How to Get the Most From Sales Tests. 
E. M. Raynolds, Printers’ Ink, September 
4th, pp. 35°37: [8-B.] 

“If you make a sales test, don’t expect miracles 
. . . but there’s nothing as dependable as a well- 
conducted sales test” for solving a variety of 
marketing and advertising problems. As mini- 
mum specifications for a sales copy test, Ray- 
nolds suggests the use of 4 cities in the control 
and the test groups, 80 stores in each group, a 
pre-advertising period of 12 weeks, a test period 
2 or 3 times that long and a rate of advertising 
expenditure per capita 4 times that of com- 
parable national effort. 

A helpful table shows the number of stores 
in test and control cities and the length of test 
periods necessary to measure an absolute differ- 
ence of 10 per cent in sales influence of two 
advertising campaigns. The maximum condi- 
tions are for a medicinal tonic requiring 240 
drug stores in 12 cities for both the test and 
control groups with base and test periods of 24 
weeks in duration. The minimum conditions 
are given for a washing powder tested in 100 
grocery stores in 4 cities in both the test and 
control group with base and test periods of 8 
weeks in length. 

A succeeding article in the September 11th 
issue tells how to measure results of sales tests. 
The advice is simple but sage. 


24.2 New Data on How to Block Brand-Switch- 
ing. Tide, July 18, 1953, p. 79. [S.B.] 

This report is a summary of the NBC re- 
search of the Illinois-lowa Quad City area on 
consumer brand-switching. Entitled “Why Sales 
Come in Curves”, the study shows that the 
average brand, with an apparently unchanged 
customer level, has a customer turnover of 66 
per cent in three months. 

The data were obtained by two waves of in- 
terviewing, 3 months apart, calling on the same 
people the same questions on purchases of 86 
brands and TV program viewing. Forty two of 
the brands were TV-advertised, 44 were not. 
The patterns of brand purchase fluctuation were 
largely similar for both groups of brands. The 
average brand lost almost half of its February 
customers by May but gained about the same 
number of new customers. 

Purposely selected for its high TV penetra- 
tion level, the sample area provided powerful 
statistical ammunition for TV propaganda. For 
a cleanser advertised on a network evening 
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variety show, the” number of new customers 
switching to this brand was 40 per cent higher 
among people who began viewing the TV show 
between February and May than it was among 
non-viewers. The brand lost 43 per cent more 
customers among those who stopped viewing 
the show than it did in the group of non-viewers. 


24.3 Next Step in Copy is to Find Out Who 
Reads Your Ads. Richard Manville, 
Printers’ Ink, August 21, 1953, pp. 70-71. 
[s.B.] 


Manville discusses several experiments to dis- 
cover just what segments of a publication’s 
readers read particular ads. He found no ab- 
solute relation between a high readership rating 
of ads among all readers and the rating of those 
same ads among the product prospects. In one 
case, an ad was noted by 8g per cent of all 
readers but only 3 per cent of the prospects 
noted it. However, the usual case is for the 
prospects to be more interested in ads than was 
true for the general reader. 

Manville urges that readership ratings be 
based only upon prospects, rather than the 
general public. 


24.4 Streamlining the Sales Forecast. Dun’s Re- 
view and Modern Industry, August, 1953, 
PP- 42-45. [S.B.] 

This article presents thumb-nail sketches of 
the forecasting organizations in a variety of con- 
cerns. The emphasis is on the organizational 
levels the forecast goes through from its start 
with raw data to the point where it is accepted 
or approved by top management and turned 
into budgets, inventory buying and production 
schedules. 

One of the most significant trends in sales 
forecasting procedures is the abandonment of 
salesmen’s estimates in favor of statistical anal- 
yses. Electric Storage Battery Company is now 
considering supplementing its present proce- 
dures by surveying the buying intentions on a 
fairly small number of industrial customers. 


R. A. Baker, Printers’ Ink, August 14, 
1953» PP- 50-55: 

In this article, Baker presents the results of 
a recent survey of the magazines and newspapers 
that offer split-run copy testing facilities. His 
survey covered all newspapers in markets with 
city-zone populations of 250,000 and over. The 
article lists the magazines, newspaper rotogra- 


24.5 Where Can You Test Copy By Split Runs? — 


vure and magazine supplements, and newspapers 
which accept split-run tests along with comments 
on charges and other administrative require- 
ments. 


24.6 Experimental Designs and Probability 
Sampling in Marketing Research. Max E. 
Brunk and Walter T. Federer, Journal of 
the American Statistical Association, Sep- 


tember, 1953, pp. 440-452. [E.D.] 


Problems of marketing research center around 
market development and physical operating 
efficiency. Market development depends upon 
ability to determine the economic wants of 
actual and potential consumers. Imperfections 
of the marketing system result from products 
which are offered to the public on a “take-it-or- 
leave-it” basis. “A study of these imperfections 
in the system constitages the most important 
problem of marketing fesearch.” 

Since a consumer’s decision to buy or not to 
buy is based on many motivations, the research 
problem resolves itself into one of measuring 
the variables believed to be associated with vol- 
ume of consumer purchases. This may be done 
under controlled or laboratory conditions using 
experimental designs or under uncontrolled or 
actual conditions using sample surveys. Any 
satisfactory method must meet two major re- 
quirements: it must permit relatively satisfac- 
tory means of isolating the effects of specific 
variables, and the effects of specified variables 
must be measured under conditions essentially 
the same as those actually found in the market. 
If these requirements are met, the selection of 
procedure is largely one of cost per unit of in- 
formation. 

These objectives and observations are illu 
trated in a description of three research projects 
designed to measure, by the use of latin squares, 
the effects of brusing, merchandising practices, 
and carry-over on consumer demand for apples 
in New York state. Another project, combining 
probability sampling and experimental design, 
was used to estimate the rate of “movement” of 
apples at retail and some associated causes. 


24.7 An Introductory Bibliography of Motiva- 
tion Research, George H. Smith, Com- 
piler, (34 pages). New York: Advertising 
Research Foundation, 11 West 42nd 
Street. [D.A.R.] 


This bibliography contains briefly annotated 
books and articles drawn from many of the 
social sciences dealing with motivation research. 
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There are some 177 entries classified into six 
subject groupings: basic processes; applied psy- 
chology; social influences; research techniques— 
general; research techniques—specific; and quali- 
tative interviewing. The marketing man will 
find this bibliography a useful introduction to 
interdisciplinary literature, although, in the 
selection process, many items of value are 
omitted. 


24.8 Measuring the Accuracy and Structure of 
Businessmen’s Expectations. Robert Fer- 
ber, Journal of the American Statistical 
Association, September, 1953, pp. 385- 
413. [E.D.] 

The purpose of this study was to determine 
the accuracy and structure of shippers’ forecasts. 
The data used were: (1) estimates made by 
shippers during the middle of one quarter of 
their expected shipments during the next quar- 
ter and reported to some part of the National 
Association of Shippers Advisory Boards; and 
(2) records of actual carloadings. With respect 
to accuracy, it was found that: (1) Forecasts 
tended to lag behind observed changes. ‘Turn- 
ing points were usually overshot by at least one 
quarter. Although the average percentage error 
of forecasts was not high, the rate of change 
was generally missed. (2) Forecasts erred more 
when carloadings were declining than when 
they were rising. They were most nearly accurate 
when carloadings remained constant. (3) The 
forecasts were more nearly accurate 1946-50 
than in any other period after 1927. 

Various hypotheses were tested concerning 
the structure of the forecasts—i.e., whether the 
forecasts could be explained by events that 
happened in the past, and an attempt was made 
to determine whether transformation of the 
forecasts could be used to improve their ac- 
curacy. It was found that: (1) The forecasts ap- 
peared to reflect modification of the shippers’ 
carloadings in the corresponding quarter of the 
previous year for the change in trend over the 
year. These two facts accounted for over 97 
per cent of the variance in the forecasts. (2) In 
making this adjustment, shippers tended to al- 
low for only a fraction of the change that oc- 
curred in the past year. The result was a re- 
gression of shipment anticipations toward the 
past. (3) There was some evidence that the resid- 
uals of the regression equations were associated 
with the deviations of actual shipments from the 
equation estimates. However, the relationship 
appeared not to be sufficiently systematic to be 


of much help in improving the accuracy of the 
forecasts. 

Limitations of the data, of the method of 
analysis, and of the findings are discussed. 


25. MARKETS-Specific Products 


25.1 Appliance Saturation in the Cleveland 
Northeast-Ohio Area, Cleveland Electric 


Illuminating Company (Cleveland: 1953), 


67 pages. [R.J.H.] 

This study was undertaken in order to pro- 
vide accurate saturation data of all major appli- 
ances and most of the minor appliances used by 
customers of the firm. Saturation, defined as the 
percent of families owning one or more of that 
appliance, varied* as could be expected from 
product to product and area to area. Television 
receivers, for example, were owned by g2 per 
cent of the families in one area, and by as few 
as 41.8 per cent in another. Interestingly enough, 
12.6 per cent of the families in the Shaker 
Heights district own two or more receivers. Ra- 
dios, refrigerators, and many other appliances 
are covered in the report. 


26. MISCELLANEOUS 


26.1 Integrated Operations: The Solution to 
Better Distribution. C. A. Herrmann, 
Distribution Age, September, 1953, pp. 
22-23 ff. [s.B.] 


Herrmann’s definition of distribution delimits 
it to the flow of merchandise from supplier to 
manufacturer and the movement of finished 
products from manufacturer to shipper, and the 
paper work and planning involved—in other 
words, marketing without selling. 

It is his belief that the integration of all as- 
pects of the traffic, receiving, storage, packaging, 
materials handling, shipping and transportation 
services would bring about the next major re- 
duction of manufacturer’s costs. He presents a 
well-worked-out analysis of the organization and 
function of such an integrated distribution de- 
partment. 

It is surprising that no mention is made of 
problems of co-ordination of the activity of such 
a distribution department and the sales depart- 
ment. For example, on warehouse location, the 
two departments may have entirely opposing 
viewpoints, one favoring centrallized warehous- 
ing for economy of operation and the other 
favoring wide-spread warehousing for speed in 
meeting consumer requirements. 
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26.2 Wanted: A Market for a $275,000,000 
Product. Leo Cherne, Printers’ Ink, July 
17, 1953» PP- 33-35 [S-B-] 

This article essentially is a plea to American 
marketing and advertising agencies to aid West- 
ern Germany to sell its products here. 

The American advertising agency soliciting 
German business should be prepared to meet 
and master two major challenges. 

1. The account executive will have to help 


_ the client enlarge his concept of the function 


and scope of advertising and sales. Because the 
United States is so large, geographically, com- 
pared to Germany, Germans have little idea of 
the extent of the national advertising required 
in a market as large and competitive as ours. 

Moreover, the German’s idea of an advertis- 
ing agency’s job is quite different from ours. 
Germans think of advertising agencies as space- 
buyers rather than as all-around technical and 
creative advisors to the client. 

2. Once the education job is under way, the 
next challenge is to get the client to boost sup- 
ply to meet the demand created by the advertis- 
ing techniques he has learned. Germans are not 


-used to increasing supplies beyond the point 


where their President of a company can per- 
sonally inspect every item bearing his guaran- 
tee. 


26.3 Why Business Worries: Goods Are Piling 
Up. U. S. News & World Report, Sep- 
tember 18, 1953, pp. 67-70. [s.B.] 


After a dozen years of boom, the, United 
States finds itself with an industrial machine 
beyond anything imagined just a short while 
ago. In fact, it is so big and the bigness is so 
new that U. S. businessmen find themselves un- 
able to adequately appreciate its size or capacity 
—the U. S. manufacturing plants built since 
1929 (25 years) can produce as much as all of 
the American industrial equipment developed 
between 1776 and 1929 (150 years); to make the 
picture even more impressive, most of the post- 
1929 growth is actually post-1940. 

The fears of over-production confront indus- 


try; since 1940, real factory output has risen ~ 


104%, real disposable consumers income has 
risen only 67%. The gap was taken up by war, 
first, then by defense and foreign aid spending 
and new capital expenditures. Now these latter 
sources of demand are weakening. The heavy 
stocking-up by both consumers and industry on 
durable goods in the past few years makes the 
present industrial position more precarious. 


The hope for prosperity in the future lies in 
larger private spending and the enjoyment of 
more goods. But, individuals have been putting 
aside as savings nearly 8 per cent of their after- 
tax income since 1950, compared to less than 5, 
per cent in 1940. 


26.4 Profitable Inventory Levels. F. Beaman 
Todd and Irving Scharf, Harvard Busi- 
ness Review, September-October, 1953, 
pp- 101-108. [E.D.] 


To meet the social and business need for a 
method by which inventories can be maintained 
at optimum levels of profitability, the authors 
have developed and tested such a method for 
established firms and industries. The method 
involves the notion that stock-sales ratios should 
vary according to sales volume, but this ratio 
should not be constant. The concept of a “war- 
ranted” inventory is employed, computed as the 
median stock-sales ratio for different sales vol- 
umes in previous years. These medians can be 
plotted on a scatter diagram and fitted (ap- 
parently by inspection) with a regression line 
which shows (so the authors state) “the average 
relationship that existed between the actual 
stock/sales ratio and deflated sales.” Actual and 
warranted inventory data are compared for 
companies, an industry, and the nation, and 
certain limitations of the method are noted. 


Publications Received 


Cowan, D. R. G., Editor, Annual Marketing Re- 
search Conference, Contributed Papers, May 
8-9, 1953, Michigan Business Papers, No. 27. 
Ann Arbor, Michigan: Bureau of Business Re- 
search, School of Business Administration, 
University of Michigan, 1953. 


Harwell, Edward M., et al., Packaging and Dis- 
playing Meats in Self-Service Meat Markets, 
Marketing Research Report No. 44. Washing- 
ton, D. C.: Production and Marketing Ad- 
ministration, U. S. Department of Agricul- 
ture, June, 1953. 


“Index of Super Market Articles, 1936-1952.” 
Published by Super Market Institute in Co- 
operation with Chain Store Age, Progressive 
Grocer, Super Market Merchandising, 1953. 


Paulhus, Norman C., and Frank P. Delle Dunne, 
Candling, Sizing, Packing, and Materials— 
Handling Equipment and Methods Used in 
Egg Assembly Plants, Marketing Research Re- 
port No. 47. Washington, D. C.: Production 
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and Marketing Administration, U. S. Depart- 
ment of Agriculture, June, 1953. 

“The Super Market Industry Speaks—1953,” 
5th annual report by the members of Super 
Market Institute. Chicago: Super Market In- 
stitute, 1953. 

Twentieth Century Fund, Annual Report, 19532. 
New York. Twentieth Century Fund. 


MARKETING RESEARCH AT 
UNIVERSITIES 


Completed April 1-October 1, 1953 
[R. B. and D. A. R.] 


1. Advertising 


Heidingsfield, Myron S., An Experimental 
Method for Measuring Effectiveness of Adver- 
tising, Temple. 

Taylor, Norman E., Missouri Favors Television, 
in Montana Business, June, 1953, Montana. 


3. Industrial Marketing 


Cross, James S., Vertical Integration in the Oil 
Industry, Harvard Business Review, July-Au- 
gust, 1953, Massachusetts Institute of Tech- 
nology. 

Thompson, James S., Markets and Marketing 
Methods of the West Virginia Coal Industry, 
Bureau of Business Research, West Virginia. 


13. Credit—Mercantile and Retail 


Phelps, Clyde W., Instalment Sales Finance: Its 
Services to the Dealer, Southern California. 


14. Retailing 


Baker, Henry Givens, Rich’s of Atlanta: The 

' Story of a Store Since 1867, Utah. 

Comish, Newell, et al., Effectiveness of Retail 
Sales People in the University District, un- 
published, Washington. 

Miller, Charles J., Appraisal of a Suburban 
Shopping Center in the Bellevue, Washington 
Area, Washington. 

Peterson, Robert L., The Effectiveness of Older 
Personnel in Retailing, published by Business 
Management Service, Illinois. 

Price, Gerald F., Retail Store Mortality in Den- 
ver, Pittsburgh. 

Scotton, Donald W., Trends in Rural Retailing 
in Two Illinois Districts, 1938-1950, Illinois. 

Shawver, Donald L., A Study of the Shopping 


Goods Trade of Boonville, Missouri, mimeo- 
graphed, Missouri. 


17. Wholesaling 


Cowan, Donald R. G., The Channels of Market- 
ing for Meat and Related Products, in Mar- 
keting Channels for Manufactured Products, 
Michigan. 

Cox, Reavis, and Charles $. Goodman, Channels 


and Flows in the Marketing of House Build- . 


ing Materials, mimeographed, Pennsylvania, 

Davisson, Charles N., The Channels of Market- 
ing for Passenger Cars in Marketing Channels 
for Manufactured Products, Michigan. 

Fisher, Albert B., Jr., and Orin E. Burley, Facts 
on Operations for Service Wholesale Drug- 
gists, Pennsylvania. 

Montgomery, V. E., The Granite Industry of 
South Dakota; Precious Metals Industry in 
South Dakota, South Dakota. 


23. Market Area Studies 


Coolsen, Frank G., and Will S. Myers, Ken- 
tucky Retail Market Areas and Trading Cen- 
ters, Kentucky. 

Engle, N. H., The West Coast Market, Wash- 
ington. 

Revzan, David A., Centralization, Decentraliza- 
tion, and Dispersion of Economic Activities 
in the San Francisco-Oakland Metropolitan 
Area, to be published by the Highway Re- 
search Board, California (Berkeley). 

, Parking and Mass Trans- 
portation in the San Francisco-Oakland Met- 
ropolitan Area, to be published by the High- 
way Research Board, California (Berkeley). 

Wagner, Louis C., Economic Effects of Parking 
on Business in Seattle Metropolitan Area, 
Washington. 


26. Miscellaneous 


Beatty, Richard L., Non-Resident Pheasant 
Hunting as a Source of Business and Revenue 
in South Dakota, South Dakota. 

Janssen, Hans, Public and Private Lending, un- 
published, Yankton. 

Last, Emanuel M., Richmond Urbanized Area 
Radio Survey, available from Radio Station 
WLEE, Richmond, Virginia, Richmond. 

, Your Bank’s Services, avail- 
able from Bank of Virginia, Richmond, Vir- 
ginia, Richmond. 

Mathis, Paul, The Business Cycle in South Da- 
kota, South Dakota. 
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Revzan, David A. (with E. A. Duddy), Market- 
ing: An Institutional Approach, new 2nd ed. 
(McGraw-Hill, 1953), California (Berkeley). 

Stanton, William, Economic Aspects of Recrea- 
tion in Alaska (Analysis of Passenger Travel 
to Alaska, with Special Reference to Tourists), 
Washington. 


ADDITIONAL LIST OF DISSERTATIONS 


Completed April 1-October 1, 1953 
(R. B. and D. A. R.) 


1. Advertising 


Cole, Robert H., How Banks Use Television 
Advertising; How Savings and Loan Associa- 
tions Use Television Advertising; How De- 
partment Stores Use Television Advertising, 
Ph. D., Illinois. 

Flanagan, William T., Advertising Control—A 
Study and Evaluation of the United States 
System, M. B. A., Pennsylvania. 

Mandell, Maurice I., History of the Advertising 
Council, Ph. D., Indiana. 

O’Connel, Thomas C., The Copy Testing Man- 
ual, M. B. A., Pennsylvania. 


2. Selling—Personal 


Harris, William H., Evaluating the Effective- 
ness of Programs for Training Driver Sales- 
man, Ph. D., Ohio State. 

Schwarz, David J., Selected Methods and Pro- 

: cedures for Evaluating Sales Training, Ph. D., 
Ohio State. 


4. Marketing Farm Products 


Ghobrial, Latif T., A Program for Marketing 
, Dairy Products in Egypt, M. B. A., Pennsyl- 
vania. 


6. Marketing Services 


Manuel, Donald E., The American Agency Sys- 
tem as a Marketing Institution for Insurance, 


with Emphasis on the Role of the Local Agent > 


in the Fields of Property and Casualty Insur- 
ance, M. B. A., California (Berkeley). 


10. Cost of Marketing 


Dyer, Richard T., Suggestions for the Reduc- 
tion of Distribution Costs in the Sales De- 
partment of Service Wholesale Drug Firms, 
M. B. A., Pennsylvania. 


13. Credit—Mercantile and Retail 


Robbins, David, Consumer Installment Loans: 
Analysis by Principal Types of Borrowers, 
Ph. D., Ohio State. 

Walker, Earnest W., Development of Consumer 
Credit Agencies in Indiana, D. C. S., Indiana. 


14. Retailing 


Comish, Newel W., Markdown Principles and 
Practices in Retailing, Ph. D., Ohio State. 
Harries, Brenton W., Efforts to Alleviate the 
Used Car Problem among Chevrolet Dealers 

in Philadelphia, M. B. A., Pennsylvania. 

Markowitz, Stanley, Motivation and Forms of 
the Department Store Physical Expansion 
Movement, M. B. A., Pennsylvania. 

Pfahl, John K., An Analysis of Corporate Con- 
centration in Retailing, Ph. D., Ohio State. 
Pollack, Arnold, The Adjustment of Depart- 
ment Store Night Openings to Consumer 

Needs, M. B. A., Pennsylvania. 

Sternberg, Insa, A Study of Consumer Patronage 
of Department Stores in New Orleans, 
M. B. A., Tulane. 

Strahl, Robert M., Executive Training in De- 
partment Stores, Ph. D., Ohio State. 


17. Wholesaling 


Baxter, Robert B., Will the Office Wholesaler 
be One of the Predominant Methods of 
Wholesale Distribution of Lumber in the 
Immediate Future?, M. B. A., Pennsylvania. 

Moeckel, William R., Wholesalers in the United 
States, 1860-1900, Ph. D., Illinois. 


18. Federal, State, Local Regulation 


Farrill, George Grant, Canadian Anti-Trust 
Legislation—A Comparative Study, M. B. A, 
Pennsylvania. 


20. Marketing Theory 


Seymour, Robert G., Cost Concepts in Market- 
ing, A Study of Theoretical Concepts of Cost 
to the Empirical Determination of Cost Be- 
havior in the Individual Marketing Firm, 
Ph. D., Illinois. 


23. Market Area Studies 


Keebler, Harold M., San Francisco-Oakland 
Area Retail Trade Decentralization, M. B. A., 
California (Berkeley). 
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Price, John Robert, Shifting Markets for the 
Marketing of Bituminous Coal in the United 
States, American. 


24. Research Techniques 


Crawford, Charles M., An Analysis of the Prin- 
ciples and Techniques of Sales Forecasting, 
Ph. D., Illinois. 

Ferber, Robert, Railroad Shippers’ Forecasts, 
Ph. D., Illinois. 

Haedt, Robert V., The Practical Use of Hand- 
Sorted Punched Cards for Sales Analysis and 
Control by Small Sales Organizations Selling 
Industrial Goods, M. B. A., California (Berke- 
ley). 

Horton, Philip G., An Evaluation of Sales Fore- 
casting Techniques as Applied to the Sales of 
Sears, Roebuck and Company, M. B. A., Cali- 
fornia (Berkeley). 

Knox, John B., Sales Forecasting in the Large 
Department Store, M. B. A., Pennsylvania. 


25. Markets—Specific Products 


Bonnel, John W., An Analysis of the Domestic 
Market for Power Lawn and Garden Equip- 
ment, with Special Reference to the Hiller 
“Yard Hand,” M. B. A., California (Berkeley). 

Day, William H., The Marketing of Colorizer 
Paint, Ph. D., Ohio State. 

Higgenson, William J., The Effect of Frozen 
Orange Juice Concentrate on the Frozen 
Citrus Industry, M. B. A., Pennsylvania. 

Jusaitis, Walter, Intra-Industry Competition in 
Textiles, with Special Reference to Wool and 
Synthetic Fibers, M. B. A., Pennsylvania. 

Meloan, Taylor W., The Development of the 
Trailer Coach Industry, Ph. D., Indiana. 


26. Miscellaneous 


Pappas, Alexander L., Purchasing and the Busi- 
ness Cycle, M. B. A., California (Berkeley). 
Schlim, Charles J., Industrial Inventory Control 
and Storeskeeping, M. B. A., California 

(Berkeley). 


CORRECTIONS 
(The following studies in graduate research 


are in process at the State University of Iowa,. 


instead of at Iowa State, as they were incorrectly 
reported in the October, 1953, issue of the 
Journal—R. B.) 


Ainsworth, Harry, Advertising Curricula in Col- 
leges of Commerce and Schools of Journalism 
with Particular Attention to the Use of Stu- 
dent Publications as Tools in Teaching Ad- 
vertising. 

Etcheson, Warren W., Marketing Adjustments 
to Changing Factor Prices in the Food In- 
dustry. 

Fallek, Malcolm E., The Application of Statis- 
tics to Market Research. 

Herzog, Donald R., Uses of Sales Quotas by 
Manufacturers. 

Hippchen, Leonard, Advertising Censorship 
Policies and Practices of Selected United 
States Daily Newspapers of General Circula- 
tion. 

Lenehan, Daniel J., An Analysis of Selling and 
Advertising in the Automobile Industry, 
1939-1949. 

Pumroy, Jean T., The Express Warranty as an 
Aspect of Marketing Policy. 

Stevens, J. Richard, The Impact of Marketing 
Research Upon the Conduct of Manufactur- 
ers Advertising. 

Trueblood, Vance M., The Role of Internal 
Analysis in Marketing Research. 
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Legislative and Judicial Developments 
in Marketing 


WILLIAM F. BROWN, Editor 
University of California, Los Angeles 


Editorial Staff: KENNETH J. CurrAN, Colorado College 
RALPH L. WESTFALL, Northwestern University 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest, (2) new cases which consti- 
tute more or less routine reaffirmation of well estab- 
lished rulings, (3) decisions handed down by inferior 
courts which are likely to be reviewed by higher 
courts or which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, °48-’51 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 
specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


II. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


Ill. REGULATION OF PRICE COMPETI- 
TION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Maxi- 
mum) 
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IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 
A. Operating Features of Marketing Insti- 
tutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


V. REGULATION OF UNFAIR COMPETI- 
TION 
A. Advertising 
B. Non-Advertising Promotional Methods 
C. Trade-Marks and Trade Names 


I. REGULATION OF MONOPOLISTIC 
METHODS 


1. The Attorney General’s National Commit- 
tee to Study the Antitrust Laws. [K.J.c.] 


On June 26, 1953, Attorney General Herbert 
Brownell announced the creation of a commit- 
tee to make a thorough study of the antitrust 
laws and their administration. Subsequently, 
Stanley N. Barnes, the Head of the Antitrust 
Division of the Department of Justice, and Pro- 
fessor S. Chesterfield Oppenheim of the Univer- 
sity of Michigan Law School were appointed 
co-chairmen. 

It is, of course, quite possible that a revision 
of the antitrust laws will result from the work 
of this Committee. The 1952 Republican Plat- 
form pledges the party to a relentless attack 
upon monopoly but emphasizes the need for 


“equal enforcement of the antitrust laws and the 


simplification of their administration. On Au- 
gust 27th Judge Barnes stated his belief before 
the Antitrust Section of the American Bar As- 
sociation that although antitrust legislation 
must by its nature be general, it should be “con- 
stant in theory, certain in interpretation, uni- 
form in application and simple enough to guide 
industry and commerce....” It is from Profes- 
sor Oppenheim, however, that we get a blue- 
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print of some lines along which revision may 
proceed. In a hundred page article in the June 
1952, issue of the M ichigan Law Review he has 
given us what he describes as his personal credo. 
(‘Federal Antitrust Legislation: Guideposts to 
a Revised National Antitrust Policy.”) Insofar 
as it is possible to summarize in a few lines the 
high points of so long an article, it may be said 
that Professor Oppenheim feels that one of the 
most serious objections to the present status of 
the laws has been the growing tendency for the 
courts and the Department of Justice to enlarge 
the sphere of per se violations with resulting 
loss of flexibility in their application. He would 
reverse this development by Congressional ac- 
tion stipulating that the laws were to be inter- 
preted under the rule of reason. Were that done, 
practices such as collective price-fixing and 
other restrictive actions would not be illegal 
in and of themselves (i.e., illegal per se), but 
would be judged with respect to their reason- 
ableness in the light of all the surrounding cir- 
cumstances. He would, however, have proof by 
the Government of price fixing and restrictive 
agreements among competitors make a prima 
facie case of violation of the laws. 

Concerning concentration in industry, Pro- 
fessor Oppenheim feels that too much attention 
has been paid by the Department of Justice and 
the courts to the structure of the industry con- 
cerned—that is, to the number and relative sizes 
of the firms involved. He implies that size has 
almost become illegal per se. In determining 
the legality of large firms, he would consider 
not only the structure of the industry but its 
behavior and accomplishments. This recommen- 
dation is merely another plea for the flexibility 
of the rule of reason in place of the rigidity of 
the per se violation concept. 

Much may be said for the opinions of Pro- 
fessor Oppenheim. However, it will obviously 
be very difficult to secure both the greater 
flexibility in the laws which he seeks and the 
simplicity and certainty in their application 
which the Republican Party and Judge Barnes 
feel to be so desirable. 


A. Market Control 


1. United States v. General Electric Com- 
pany et al., CCH 67,576 (D.C. N.J., October, 
1953): [K-J-c.] 

On October 2, 1953, Judge Forman of the 
United States District Court (N.J.) issued a de- 
cree of considerable importance settling an an- 
titrust suit against General Electric Company 


and others. The suit originated in January, 
1941, when the Department of Justice took ac- 
tion against General Electric, Westinghouse, 
nine other American corporations and a large 
Dutch organization charging them with restrain- 
ing trade and monopolizing the electric lamp 
industry. The violations centered around il- 
legal patent pooling and licensing and em- 
braced practices such as price fixing and the 
allocation of markets. Two of the defendants 
settled their cases with the Government by sign-. 
ing consent decrees. However, General Electric 
and the others fought on and were found guilty 
in January, 1949. (82 F. Supp. 753.) The de- 
cree just released by Judge Forman attempts to 
restore competition to the industry and so winds 
up the case providing, of course, there is no 
appeal. 

Many times in the past our courts have ap- 
proved decrees voluntarily consented to by the 
defendants which have corrected antitrust vi- 
olations by requiring royalty-free licensing of 
patents. However, prior to this decision by 
Judge Forman, no defendant had been forced 
to surrender completely his property rights in 
his patents as the result of a contested decree. 
In United States v. Hartford-Empire Company 
the trial court had ordered royalty-free licensing 
(46 F. Supp. 541 [1942]) but had been reversed 
by the Supreme Court (323 U.S. 385 [1945]) 
which disapproved of such an extreme remedy 
and substituted compulsory licensing at reason- 
able royalties. That was as far as the courts had 
gone in opening up patents to the public by 
force. 

In the General Electric decree, Judge For- 
man has required General Electric and the other 
defendants to make available to the public free 
of royalties all of their existing patents on elec- 
tric lamps and parts and to provide blueprints 
and pertinent technical information at cost. 
Thus precedent has been broken and, unless 
this judgment is upset, a new and effective rem- 
edy has been placed in the hands of the Depart- 
ment of Justice that may be used where patent 
rights have been abused by their owners. Judge 
Forman, of course, recognized that in the Hart- 
ford case the Supreme Court had rejected roy- 
alty-free licensing. However, he believed that 
for the case at hand, royalty-free licensing was 
the only method by which competition could 
be effectively restored and the results of the il- 
legal use of the patents undone. General Elec- 
tric and the other defendants are “mounted 
upon an arsenal of a huge body of patents that 
can easily overwhelm and defeat competition 
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by small firms. . . .” To avoid patent litigation, 
the small firms might have to shoulder royalties 
that would end by eliminating them as com- 
petitive factors. Thus, under the circumstances, 
royalty-free licensing was an essential and ap- 
propriate remedy to promote competition and 
to prevent a continuation of the illegal monop- 
oly in the lamp industry. 

The Department of Justice had requested the 
Court not only to open up the lamp patents to 
all royalty-free but to break up General Elec- 
tric’s lamp business into two independent and 
competing parts. This the Court refused to do. 
It admitted that General Electric was the dom- 
inant firm in the industry. However, it felt that 
adequate competition without dissolution would 
develop now that the decree had ended the col- 
lusive activities that had bound together the 
would-be competitors and had made available 
to all the patents and technological knowledge 
of General Electric. 


2. Transamerica Corporation v. Board of 
Governors of the Federal Reserve System, 206 
F.2d 16.3 (CCA 3, July, 1953). [K.J.c.] 


On June 24, 1948, the Board of Governors of 
the Federal Reserve System charged Trans- 
america with violating Sec. 7 of the Clayton Act 
by acquiring the stock of independent commer- 
cial banks located in the five state area of Cali- 
fornia, Oregon, Nevada, Washington and Ari- 
zona. Section 7 makes such acquisitions illegal 
where their effect may be to lessen competition 
substantially among the companies acquired or 
where they tend to create a monopoly. After 
hearings, the Board on March 27, 1952, issued 
an order requiring Transamerica to divest it- 
self of such stocks. 

In a suit involving the Board’s order, the Cir- 
cuit Court of Appeals decided against the Board 
on the ground that banking is primarily a local 
business and as a result there was no competi- 
tion that could be lessened among the geograph- 
ically scattered banks acquired. The monopoly 
charge was dismissed on the same basis—the 
Board had not shown that the acquisitions 
tended to create local monopolies and its ef- 
forts to show the development of a monopoly 
over the five state area was inconsistent with its 
own admission of the local nature of banking. 

Although the Transamerica decision is a bank- 
ing case and section 7 has been amended and 
extended by the Anti-Merger Act (see JOURNAL 
OF MARKETING, April, 1951, p. 494), the principle 
enunciated by the court is still pertinent and is 


significant with respect to many fields of busi- 
ness activity. 


B. Collusive Practices 


1. The Small Business Act of 1953, Pub. L. 
No. 163, 83rd Cong., rst Sess. (July 30, 1953.) 
[K.J.c.] 

The Small Business Act includes certain pro- 
visions affecting the status of small businesses 
under the Antitrust laws. 

The avowed objective of this Act is to 
strengthen the competitive economy of the 
country by developing the capacity of small 
business and by insuring it a fair portion of the 
purchases of the Government. A Small Business 
Administration is set up as an independent 
agency and this organization will determine 
what is a small business by reference to the 
number of employees and the dollar volume of 
business. However, the Act provides that to 
qualify as a small business a concern must be 
“independently owned and operated and... 
not dominant in its field of operation.” 

The Act permits small businesses to enter cer- 
tain agreements for approved purposes and 
provides that the collective actions undertaken 
pursuant to such agreements shall not be con- 
strued to violate the antitrust laws or the Fed- 
eral Trade Commission Act. To secure the bene- 
fits of this exemption, the agreement and the 
activities must contribute to national defense 
and must be undertaken upon the request of 
the President (i.e., his appointed representative) 
and with the approval of the Attorney General. 
The Chairman of the Federal Trade Commis- 
sion must also have been consulted by the Presi- 
dent but, unlike the Attorney General, he pos- 
sesses no veto power over the activity. 

The Defense Production Act of 1950 included 
a provision exempting from the antitrust laws 
certain approved collective activities similar to 
the above both in objective and procedure. 
However, these Acts differ in that the Small 
Business Act limits its benefits to firms which 


can qualify as small businesses. 


A fairly large number of collective agreements 
were approved under the Defense Production 
Act. These agreements had a variety of objec- 
tives, important among which were the ex- 
change of technical information and the crea- 
tion of pools to negotiate defense contracts and 
to divide the work among member firms. Agree- 
ments of the latter nature proved to be of partic- 
ular interest to small business firms. 
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2. F. E. Harrison v. Paramount Pictures, 
Inc., et al, CCH 4 67, 568 (D.C.E. Pa., Septem- 
ber, 1953)- [K-J-C.] 

This decision, which denied a motion by the 
plaintiff for a new trial and for judgment, con- 
cerned an owner of a motion picture theatre 
who had sued to recover triple damages for an 
injury which was alleged to have occurred as a 
result of a violation of the antitrust laws. The 
owner had rented her theatre with the rent, 
above a specified minimum, to be determined 
as a per cent of the gross receipts of the theatre. 
The tenant was a party to an agreement with 
various motion picture distributors to operate 
the theatre as a second-run house. This agree- 
ment, the theatre owner charged, was an illegal 
conspiracy and resulted in a financial loss to her 
because the gross receipts, and hence her rent, 
would have been larger had it been operated as 
a first-run house. 

The court held that the owner’s case was ill- 
founded for a number of reasons. Among them 
was the fact that there was no explicit provision 
in the lease requiring first-run operation and 
the tenant had no property right that had been 
violated. More interesting, however, is the 
court’s dictum that even if the landlord had 
possessed some right which had been injured by 
the conspiracy, the injury would have been too 
remote to have justified an award of triple dam- 
ages. The court pointed out that creditors and 
employees of a corporation may suffer finan- 
cially if the corporation is injured by the prac- 
tices of others contrary to the antitrust laws. 
Yet it has been generally recognized that their 
injury is too remote to give them a right of ac- 
tion. The plaintiff in this case seemed to the 
court to be in a similar position. 


C. Market Exclusion Tactics 


1. Hughes Tool Company v. R. W. Ford, 
114. F. Supp. 525, (D.C.E. Ok., July, 1953). [K.J.c.] 
Although this case was a patent infringement 
suit, it involved the practice of the Hughes Tool 
Company of leasing its roller rock bits to its cus- 
tomers with the provision that when worn out 
they were to be returned to Hughes. The court 
condemned the practice under the circumstances 
in which it was employed. Evidence indicated 
that Hughes made 80 to 85, per cent of the sales 
of new roller rock bits and its few competitors 
followed its lead in prices, which the court ac- 
cepted as evidence of a concerted scheme to fix 
prices. The remaining competition came only 


from firms rebuilding worn bits, and the leasing 
arrangement largely eliminated this source by 
depriving such firms of bits to work on. Thus 
the leasing device was one practice among sev- 
eral that Hughes employed in its efforts to 
monopolize trade. Moreover, the court felt sure 
that the leasing practice under the existing cir- 
cumstances came under the ban of the broad 
language of section 3 of the Clayton Act. 

Leasing arrangements are one of those busi- 
ness practices that, although normally quite 
legal, may run afoul of the law under certain 
circumstances because of restrictive provisions 
accompanying them. Just what the circum- 
stances are that may render them illegal is now 
under exploration by the courts in several cases. 
The leasing practices of the United Shoe Ma- 
chinery Company were condemned by the 
United States District Court in Boston last Feb- 
ruary (110 F. Supp. 295), but this decision may 
very likely be reviewed by the Supreme Court. 
The pending suit against International Business 
Machines Corporation initiated by the Depart- 
ment of Justice in January, 1952, also involves 
this practice. 


II. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 


B. Product Quality 


1. Amendment to the Federal Food, Drug, 
and Cosmetic Act, Ch. 350, Public Law 217, 831d 
Cong., 1st Sess. (Aug., 1953). [R.L.W.] 


In United States v. Cardiff (reported in the 
April, 1953, issue of this section) the Supreme 
Court ruled that the owner of a factory or ware- 
house did not have to permit Food and Drug 
Administration inspectors to enter and to in- 
spect his premises. To make it practical for the 
inspectors to carry on their work Congress passed 
this Amendment to Sec. 704 of the Food, Drug, 
and Cosmetic Act in August, 1953. 

The amendment authorizes inspectors to en- 
ter any establishment where food, drug, or cos- 
metic items are held and to inspect the estab- 
lishment and materials and equipment therein. 
The following safeguards are established: (1) 
proper credentials and a written notice will be 
presented to the owner prior to any entrance or 
inspection; (2) before leaving the premises after 
completing an inspection, the inspector must 
furnish the owner a written report showing any 
conditions or practices which the inspector con- 
siders unsanitary; (3) if the inspector takes any 
samples, the owner is to be given a receipt for 
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them; and (4) the owner will be given a prompt 
report of the analysis made of any sample taken 
from his establishment. 


C. Packaging and Conditions of Sale 


1. United States v. Tom G. Sanders, 196 
F. 2d 895 (CCA 10, May, 1952) cert. den., 344 
U.S. 829 (1953). [R-L.w.] 


Tom G. Sanders made and introduced into 
interstate commerce a drug “consisting of ground 
hoof, horn, or other external animal growth sus- 
pended in milk diluted with water and contain- 
ing small amounts of nitrates.” In 1950 the Food 
and Drug Administration filed a complaint 
charging that the article was misbranded be- 
cause the label did not show the name and place 
of manufacture, the common name of each ac- 
tive ingredient, or adequate directions for its 
use in treating cancer, diabetes, ulcers, etc., the 
diseases for which it was recommended. 

In October, 1950, the Western District Court 
of Oklahoma issued a consent decree enjoining 
Sanders from “directly or indirectly introducing 
or causing to be introduced, and delivering or 
causing to be delivered for introduction, into 
interstate commerce, a drug misbranded as al- 
leged in the complaint.” Thereafter Sanders 
continued to sell his product and in May, 1951 
the Food and Drug Administration started con- 
tempt proceedings. The Western District Court 
of Oklahoma found for Sanders (99 F. Supp. 
113) in August, 1951; the Tenth Circuit Court 
reversed the District Court (196 F. 2d 895) in 
May, 1952; and on February 4, 1953 the Su- 
preme Court denied certiorari. The case was 
then returned to the district court which fined 
the defendant $500. 

This case is of interest because the district 
and circuit court decisions hinged on a defini- 
tion of “interstate commerce.” The defendant 
admitted that his product was misbranded but 
contended that, following the injunction, he no 
longer sold it in interstate commerce. After the 
injunction the defendant ceased to use out-of- 
state salesmen and sold only to customers who 
came to his place of business. The Government 
contended that some of these customers were 
from out of the state and that the defendant 
knew they would transport the product to other 
states thus putting the product in interstate 
commerce. 

Relying on the decision in the case of Carter 
v. Carter Coal Co. (298 U.S. 238), the district 
court found that three elements must exist be- 
fore a transaction can be considered to be in in- 


terstate commerce: There must be an exchange, 
it must be between citizens of different states or 
create traffic between states, and there must be 
an element of transportation. This third ele- 
ment of transportation the court found missing 
and therefore concluded that interstate com- 
merce was not involved. 

The circuit court gave short shrift to this ar- 
gument. This court found there were many cases 
which held “That where one purchases goods in 
one state for transportation to another the in- 
terstate commerce transaction includes the pur- 
chase as well as the transportation.” Further- 
more, the circuit court found that it was imma- 
terial that the purchaser was the one that trans- 
ported the article across state lines. 

There is little doubt that it was desirable to 
keep the product in this case off the market. The 
circuit court decision, however, seems based on 
an extremely broad definition of “interstate com- 
merce.” As pointed out by the district court this 
definition seems to put under Federal jurisdic- 
tion every retailer who sells merchandise to cus- 
tomers who then carry it to other states. The 
case also points-up the need for further state 
action to limit misleading labelling and adver- 
tising. Even though the defendant openly ad- 
mitted that his product was misbranded he 
would have been free to sell it in his home state 
if he had limited himself to intrastate commerce. 


III. REGULATION OF PRICE COMPETI- 
TION 


B. Resale Price Maintenance 


1. Schwegmann Brothers Giant Super Mar- 
ket v. Eli Lilly & Co., certiorari denied, 74 S. Ct. 
71 (October, 1953). 


The proponents of resale price maintenance 
have obtained a very important and unexpect- 
edly sudden victory in defending “fair trade” in 
the current test launched by its perennial foe, the 
Schwegmann organization of New Orleans. How 
decisive this success will be remains to be seen, 
but at the moment the refusal of the United 


- States Supreme Court even to consider an appeal 


from the rebuff which Schwegmann suffered at 
the hands of the Fifth Circuit Court of Appeals 
(see the October, 1953, issue of this section) seems 
to leave little room for doubt. Schwegmann had 
attacked the legality of the new McGuire Act, 
the so-called “Federal Fair Trade Act.” In de- 
nying certiorari the Supreme Court has upheld 
the lower court in its ruling which found the Mc- 
guire Act constitutional and in so doing ap- 
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proved the validity of non-signer clauses in state 
“fair trade acts.” 

Although perhaps only wishful thinking could 
have led to any expectation that the highest 
court of the land would take a different stand 
than that here indicated, the manner in which 
this position has been enunciated is both unex- 
pected and disappointing. The very great impor- 
tance of the issue, the vigor of the opinion in the 
first Supreme Court decision, the nature of the 
dissent in the circuit court holding leading to 
the current decision, as well as the recent history 
of resale price maintenance decisions generally, 
all would seem to demand a more thorough treat- 
ment of the topic than a simple denial of review 
provides. There remains only the rather remote 
possibility that the nature of the appellant's 
brief limited the review and therefore did not 
make possible a full-scale analysis of all consti- 
tutional issues involved. Otherwise, pending and 
future judicial attacks on resale price mainte- 
nance seem doomed to failure. 


2. Sunbeam Corp. v. Chase & Sherman, Inc., 
CCH 4 67,524 (Cir. Ct., Dade Co., Fla., July, 
1953). [W.F.B.] 

Miles Laboratories, Inc. v. Eckerd, CCH 
{ 67,533 (Cir. Ct., Hillsborough Co., Fla., June, 
1953): 

The conflicting attitudes of the courts in these 
two cases epitomize the confused legal status of 
resale price maintenance at the present time, at 
least with respect to non-signers. Although the 
passage of the McGuire Act by Congress in the 
summer of 1952 was intended to patch up the 
loophole in the Miller-Tydings Act disclosed by 
the Supreme Court’s decision in the Schweg- 
mann case, there appears still to be enough 
doubt to enable the courts of the land to take 
varying positions with respect to the practice. 
Perhaps the action of the Supreme Court in de- 
nying certiorari in the new Schwegmann case re- 
ported above will remove most of the confusion. 

In the first of these two cases the court granted 
a preliminary injunction prohibiting the defend- 
ant from cutting prices upon Sunbeam’s fair- 
traded products. The defendant had signed a 
fair trade contract and the court pointed out 
that most other jurisdictions had approved such 
contracts and that no Florida ruling with re- 
spect to signers had been issued. In any case, 
defendant’s contention that the Florida Supreme 
Court had refused to uphold an action for such 
an injunction in Seagram—Distillers Corp. v. 
Ben Greene, 54 So. 2d 235 (1951) (reported in 
the January, 1952, issue of this section) does not 


apply in this instance since that ruling was based 
upon the United States Supreme Court’s deci- 
sion in the Schwegmann case applying only to 
non-signers. Up to this point the logic of the 
court’s opinion cannot be controverted. It goes 
further, however, launching upon a discussion of 
price maintenance in general. Statements made 
by Judge Holt in this section of the opinion 
would seem to prove conclusively that his com- 
petence with respect to legal matters exceeds 
by far his knowledge of economic principles and 
realities. 

In the Miles case, on the other hand, the court 
summarily denies an injunction, basing the ac- 
tion upon the Seagram case mentioned above. 
No attempt is made to consider the effect of the 
passage of the McGuire Act upon the force of 
this earlier decision by the Florida Supreme 
Court. As a legal ruling, therefore, it cannot be 
considered to carry much weight. 


2. Lionel Corp. v. Grayson-Robinson Stores, 
Inc., 98 A. 2d 623 (Sup. Ct., Essex Co., N. J., 
June, 1953). [W.F.B.] 


General Electric Co. v. Sugarman’s, Inc., 
(D. C. Penn., Sept., 1953) 114 F.Supp. 657. 

Calvert Distillers Corp. v. Robilio, CCH 
q 67,540 (Tenn. Sup. Ct., July, 1953). 

In each of these three cases the court has re- 
fused to issue an injunction against the defend- 
ant, who as a non-signer, had cut prices on the 
plaintiff's fair-traded products. Although the 
justification for the decision varies somewhat in 
each instance the general tenor of the argument 
advanced by the court is that the preliminary 
injunction sought is a very drastic measure, that 
the defendant might be injured by its issuance, 
and that the present status of resale price main- 
tenance is not sufficiently clearly valid to war- 
rant exposing defendants to such risks. In a 
sense these decisions tended only to mark time 
until the Supreme Court had issued its stand in 
the second Schwegmann case then before it. 
The decisions are of interest, however, insofar 
as they indicate a willingness, perhaps even a 
certain enthusiasm, on the part of many courts 
at all levels and locations to restrict the scope of 
resale price maintenance. On the other hand, 
this tendency is by no means universal. Other 
courts have shown an equal willingness to as- 
sume that the McGuire Act has completely per- 
fected the legal status of resale price mainte- 
nance. For example, see Sunbeam Corp. v. Cen- 
tral Housekeeping Mart, Inc., reported in the 
April, 1953, issue of this section and the Califor- 
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nia Supreme Court decision in Cal-Dak Co. v. Sav- 
On Drugs, 254 P. 2d 497 (1953)- 


3. Also noted: 


a. Schwartz v. Kelly, 99 A. 2d 89 (Conn. Sup. 
Ct. of Errors, July, 1953), upholds the lower 
court decision reported in the January, 1953, is- 
sue of this section, which emphasized that mini- 
mum prices in the liquor industry, when speci- 
fied by special liquor control laws, are in many 
ways entirely independent of the general status 
and legality of resale price maintenance (this de- 
cision is now before the United States Supreme 
Court on appeal, Docket No. 420). 


C. Price Control (Minimum and Maximum) 


1. Trade Commission v. Bush, 259 P. 2d 
304 (Utah Supreme Ct., July, 1953). [w.F.B.] 

One of the knotty problems that seems inev- 
itably to arise in applying legislation dealing 
with minimum retail prices is the status to be 
assigned to trading stamps or similar devices. 
Whether the particular procedure employed in- 
volves issuing to customers nationally known 
stamps (such as Sperry & Hutchinson Green 
Stamps), tickets or stamps of an individual firm 
or a group of local merchants, or perhaps only 
cash register receipts, the basic plan of opera- 
tion is about the same. The stamps, tickets, or 
receipts given the customer may be accumulated 
and redeemed for merchandise of a specified 
value (although ia@,some instances cash of some- 
what lesser amou\® may be substituted). In in- 
terpreting laws cc¥gaining minimum price pro- 
visions the judicia® then must decide: “Do the 
issuance and redeption of such tokens consti- 
tute a reduction in price in violation of the laws 
or do they simply represent one type of ordinary 
promotional expenditure chargeable as an ex- 
pense of doing business?” 

There seems to be no simple and conclusively 
logical answer to this question, although the 
very positive wording of some court decisions 
would seem to belie this statement. On the one 
hand the customer is charged with the full price 


of the merchandise purchased; there is, then, no - 


“reduced price” in the usual sense of the phrase. 
Also, the merchants using the plan typically 
treat its cost, both from an accounting and an 
operating viewpoint, merely as one of their reg- 
ular expenses, similar in nature to the expenses 
of providing free delivery, credit, advertising, 
and parking facilities. (As a matter of fact, where 
free parking is made available by “validating” 
parking tickets, that is, by assuming parking 


charges in commercial lots, the practice resem- 
bles the use of trading stamps in many ways.) 
Finally, the actual value of the stamps to the 
customer is usually very small, amounting to 
perhaps five per cent of the original purchase 
price; as an expense to the merchant the plan 
approximates two per cent of sales or less. On 
the other hand, the issuance of coupons, stamps, 
etc., is made proportional to purchases, so that 
in theory at least, for every dollar expended the 
customer receives not only a dollar’s worth of 
goods at specified prices but also a given num- 
ber of stamps, worth something extra in terms 
of merchandise or money. In the long run, then, 
the purchaser obtains more goods (or pays less) 
than the prices of the original merchandise 
would make possible. 

In balancing the arguments pro and con 
courts have arrived at conflicting conclusions. 
The question has arisen most often in connec- 
tion with the enforcement of resale price main- 
tenance and a number of jurisdictions have held 
that trading stamps are price discounts and, if 
given with fair-traded merchandise, violate the 
state law. Other courts have ruled that trading 
stamps are simply customary discounts for cash 
or are advertising expense and therefore cannot 
be considered as affecting price at all. [For a 
comprehensive listing of decisions of each type, 
see Bristol-Meyers, Inc. v. Picker, as annotated 
in 22 A.L.R. 2d, 1203 (1950).] The Utah Trade 
Commission case here reported appears to be the 
first one in which a state supreme court has dealt 
with this problem in connection with a so-called 
Unfair Practices Act, or price floor measure. The 
Utah law, U.C.A. 1953, 13-5-7, like many others, 
prohibits the sale of merchandise below cost ex- 
cept under specified circumstances. Cost is de- 
fined as invoice price plus the cost of doing busi- 
ness, which, in the absence of other evidence, is 
taken as six per cent. In this instance, Bush, an 
Ogden grocer, sold merchandise at markups 
varying from six to thirty per cent and issued 
S & H stamps to all purchasers who requested 
them. The Utah Trade Commission took the 
position that the issuance of the trading stamps 
constituted a reduction in price of approxi- 
mately two per cent, which resulted in a true 
net markup of only four per cent on the so- 
called “6%,” items. The state supreme court, 
however, refused to approve this contention, 
noting that some decisions might support such 
a view, but holding that the issuance of stamps 
here was simply a regular cost of doing business. 
Remarking that the six per cent figure stated in 
the law was intended to apply to all retailers 
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whether they did business on a cash and carry 
or upon a credit and delivery basis, the court 
states that it should be permissible for the de- 
fendant to treat the stamp issuance as a cash 
discount intended to reflect the advantages of 
obtaining prompt payment. Furthermore, and 
most conclusively, the court emphasized that 
there had been no showing whatsoever that Bush 
had intended to violate the Act by deliberately 
injuring competitors, at least beyond a reason- 
able doubt. Intent, in the Utah law as in most 
others, must be present to justify a finding of 
guilty. 

The arguments considered here bring to the 
fore some of the basic difficulties which arise in 
connection with laws which attempt to straight- 
jacket pricing practices, at least to the extent 
that they tend to try to put all sellers on an 
identical price basis irrespective of marked dif- 
ferences in the characteristics of the sellers’ op- 
erations. Perhaps the crux of the whole problem 
lies in the inability of many persons to compre- 
hend that a sale is an exchange of a product- 
service combination for a consideration. To in- 
sist that the same price should be charged for 
a different product service combination in one 
case as compared to another simply because the 
product is the same in each instance fails com- 
pletely to recognize that such action automati- 
cally handicaps the seller whose service offering 
is small. In a competitive economic society pre- 
sumably oriented toward free consumer choice 
it is essential that balances between price, mer- 
chandise and service offerings be arrived at by 
consumer reactions in the market place. Exten- 
sive legislative interference with this principle 
represents abandonment of the concept of a 
competitive economy, statutory protestations to 
the contrary notwithstanding. 


IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 


A. Operating Features of Marketing Institu- 
tions 
1. Wrigley’s Stores v. Michigan Board of 
Pharmacy, 59 N. W. 2d 8 (Mich. Supreme Ct., 
June, 1953). [W.F.B.] 
Proprietary Association v. Board of Phar- 
macy, 99 A. 2d 52 (N. J. Superior Ct., July, 1953). 
The October, 1953, issue of this section re- 
ported the decision in Culver v. Nelson, 54 
N. W. 2d 7, in which the Supreme Court of 
Minnesota ruled that ordinary vitamins were 


drugs and as such could be sold only in a reg- 
istered pharmacy. Perhaps this decision encour- 
aged pharmacy boards of other states to attempt 
to similarly limit the distribution of drugs in 
their jurisdictions. At any rate the two decisions 
os reported represent court actions taken to 
orestall threatened penalty proceedin 

boards of pharmacy. 

Typically state legislation specifies that drugs 
must be sold by a registered pharmacist in a li- 
censed pharmacy. To satisfactorily arrive at the © 
meaning of the word “drugs,” however, poses a 
difficult problem. Either by legislative definition 
or by board dictum the word often has been 
stated to include all items listed in the United 
States Pharmacopoeia and the National Formu- 
lary. Literally interpreted this approach would 
be utterly ridiculous, since these two compendi- 
ums include such common household items as 
vinegar, corn starch, gelatine, honey, olive oil, 
baking soda, salt, sugar, milk, eggs, and so forth. 
Fortunately, in the cases here reported both 
courts have shown a realistic and sensible atti- 
tude. The Michigan Supreme Court, for exam- 
ple, remarked that such inclusiveness might be 
suitable for food and drug laws, but “. . . it is 
not a proper basis upon which to assert exclu- 
sive or monopolistic selling rights in ordinary 
household preparations. . . .” The courts also 
emphasized the fact that the products whose 
sale was to be restricted often were actually be- 
ing dispensed in licensed pharmacies either by 
untrained personnel or upon a self-serve basis. 
Clearly, then, the public was not being protected 
from possible ha:in by such conditions of sale, 
even if it could be shown (a doubtful possibility) 
that the public needed to be protected in the 
purchase of such commonplace items. 

The cases mentioned above may prove to be 
forerunners of further judicial and possibly even 
legislative activity in this same general area. 
Drug retailers have developed a very powerful 
organization (witness their remarkable effective- 
ness in achieving the passage of the McGuire 
Act) and they are at present alarmed at the in- 
creasing inroads super markets have made in 
the sales of conventional drug merchandise. It 
requires little skill in reading between the lines 
to guess at the import of a recent statement in 
an article by John W. Dargavel, the dynamic 
executive secretary of the National Association 
of Retail Druggists, “I urge the druggists na- 
tionwide to confine sales of every drug . . . be 
it aspirin or vitamins . . . to the personal at- 
tention of a pharmacist. Otherwise in future 
lawsuits it will continue ‘to be easy to prove that 
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it is just as safe to purchase home remedies in 
retail food outlets as it is in a drug store.’” 
[Outlook of the Druggist,” N. A. R. D. Journal, 
Vol. LXXV, No. 19 (October 5, 1953), p. 1494, 
at p. 1495-] While it is hard to believe that drug- 
gists can afford to risk customer displeasure or 
operating inefficiencies by following this advice 
to the letter in all cases, the purpose of the re- 
quest is clear. 

From the standpoint of marketing two state- 
ments of principle might be made anent this 
general situation. First, from the point of view 
of society generally it would seem that restric- 
tions on the sale of any product should be kept 
to the absolute minimum consistent with the 
bona fide protection of the public health and 
welfare. In the case of the vast majority of pro- 
prietary or patent medicines there would seem 
to be no need for restriction of the type under 
discussion, and if such a need does exist in the 
case of particular proprietaries, they should be 
sold only upon a physician’s prescription. Sec- 
ond, any organization or retail group which 
comes to depend too extensively upon legisla- 
tive protection against the stresses of competi- 
tion is likely to find itself unprepared to meet 
the inevitable when it occurs. Drug retailers, 
traditionally the most active proponents of re- 
sale price maintenance, are now discovering that 
this “Maginot Line” of protection against price 
competition at the retail level does not after all 
eliminate competition. Rather, a different form 
of competition has arisen, which finds the super 
markets seriously threatening the position and 
profitability of drug retailing. Competition may 
be a hard taskmaster but if its benefits are to 
be obtained both by society and by individual 
industries it must be kept as continuously free 
as possible. 


V. REGULATION OF UNFAIR COMPETI- 
TION 


A. Advertising 


1. Walter J. Black, Inc., t.a. The Classics 
Club and Detective Book Club, CCH 411,510 
(FTC Dkt 5571). [R. L. w.] 

Like many other book companies Walter J. 
Black, Inc. offered “free” books to new mem- 
bers. The Federal Trade Commission issued a 
complaint against the company charging that 
these offers violated the Federal Trade Com- 
mission Act. In due course an “initial decision” 
was made by a hearing examiner. Black ap- 


pealed this decision and the Commission re- 
versed its examiner, dismissing the complaint. 

This decision by the Commission is of im- 
portance for two reasons: (1) Along with this 
decision, but in a separate action, the Commis- 
sion announced a new policy relative to the use 
of the word “free” in advertising; and (2) the 
decision emphasizes the change in the basic atti- 
tude of the Commission that has taken place 
with the recent change in membership. 

On January go, 1948 the Commission pub- 
lished a statement of policy on the use of the 
word “free” in advertising. This policy stated 
that the Commission would consider the use of 
the word “free” a violation of the Federal Trade 
Commission Act if it were used to describe mer- 
chandise not in fact given free without a re- 
quirement that other goods be purchased or 
other services performed. The new policy an- 
nounced at the time of the Black decision re- 
verses this ruling and will permit the use of the 
word “free” in advertisements as long as the 
“conditions, obligations or other prerequisites 
to the receipt and retention of the ‘free’ article” 
are clearly explained. The policy statement stip- 
ulates further that the merchandise which must 
be purchased to obtain the “free” article must 
not be higher in price or lower in quantity or 
quality than usual. 

In the Black decision the Commission empha- 
sized that it would continue to act against any 
“deceptive” use of the word “free.” This would 
include instances in which statements in the ad- 
vertisement were misleading or in which perti- 
nent information was omitted so as to deceive 
the public. 

This new Federal Trade Commission policy 
raises an interesting problem with respect to 
the case Book-of-the-Month Club, Inc. v. Federal 
Trade Commission (see July, 1953, issue of this 
section). The Commission brought action against 
the Book-of-the-Month Club for use of the word 
“free” in describing books which would be sent 
to new subscribers, when with the acceptance of 
the “free” book the subscriber was obligated to 
purchase at least 4 other books. In February, 
1953, the Second Circuit Court upheld the Com- 
mission. The decision followed the precedent 
set by the Supreme Court in Federal Trade Com- 
mission v. Standard Education Society (302 U.S. 
112), in which the Court stated “To fail to pro- 
hibit such evil practices would be to elevate de- 
ception in business and to give to it the standing 
and dignity of truth.” (p. 116) 

The Book-of-the-Month Club has filed a pe- 
tition for certiorari in the Supreme Court. Now 
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that Court (if it accepts the case) must change 
precedent or find the Book Club guilty of a 
practice which the Federal Trade Commission 
says it no longer considers a violation of the 
law. 

From the standpoint of public policy there is 
still a question as to the desirability of the new 
Commission policy. While the Commission em- 
phasizes that it will act against any misleading 
use of the word “free,” it is doubtful that any 
company uses the word in advertising without 
the intention of causing consumers to think they 
can, in fact, get something free. 


2. William F. Koch and Louis G. Koch v. Fed- 
eral Trade Commission, 206 F.2d 311 (CCA 6, 
July 8, 1953). [R-L.w.] 

This case arose from a Federal Trade Com- 
mission order which directed Koch Laboratories, 
Inc., and two members of the Koch family to 
cease using false, misleading and deceptive ad- 
vertising in the sale of certain drug products 
which they manufactured. William F. Koch and 
Louis G. Koch then took the case to the Sixth 
Circuit Court which upheld the Commission 
order. 

Koch Laboratories manufactured and sold in 
interstate commerce three drugs, viz., Glyoxyl- 
ide, B-Q, and Malonide Ketene Solution. Ac- 
cording to the Commission the company repre- 
sented that Glyoxylide was an adequate treat- 


ment for cancer, leprosy, multiple sclerosis, and 
other diseases. B-Q was said to be an adequate 
treatement for all infections and Malonide Ke- 
tene Solution was good for allergic diseases, in- 
fections, diabetes, etc. The Commission ques- 
tioned whether the preparations had any ther- 
apeutic value. Both sides had a number of doc- 
tors as witnesses and the company introduced a 
number of case histories. Commission witnesses 
testified that many or all of the case histories 


which showed successful use of the drugs could - 


be misleading because of inaccurate diagnosis or 
because the effects of the treatment were not 
separated from the effects of conventional treat- 
ment carried on at the same time. 

The defendants then argued that the Federal 
Trade Commission Act did not apply to them 
because of par. 15 (a) (1). This paragraph states 
“No advertisement of a drug shall be deemed 
to be false if it is disseminated only to members 
of the medical profession, contains no false rep- 
resentation of material fact, . . .” According to 
the defendants the therapeutic value of their 
drugs was a matter of opinion and therefore 
“can never be a ‘material fact.’” But the Com- 
mission (approved by the court) found that the 
arguments presented in the company’s adver- 
tisements were not stated as opinions but in 
positive terms. This raises the possibility, how- 
ever, that the same claims might be permitted 
if they were couched in less positive language. 
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PRICE PRACTICES AND PRICE POLICIES—SELECTED 
Writines, by Jules Bachman. (New York: The 
Ronald Press Company, 1953. Pp. 660. $8.00.) 


Professor Bachman has selected for inclusion 
in this book writings on the subject of pricing 
practices and policies. Technically it is a book 
of readings; it is properly described as a selec- 
tion of materials on pricing. The selections are 
drawn from numerous sources, the writings of 
over a hundred individuals are represented, and 
in addition there are selections from reports of 
Government departments, commissions and 
agencies; quotations from judicial decisions; ex- 
tracts from the reports of businessmen’s associa- 
tions and committees of businessmen; portions 
of the reports of Congressional committees; and 
quotations from advertisements, financial state- 
ments, and magazine articles. The number of 
sources from which these various materials have 
been drawn is staggering and the scholarship 
represented in the collections of these materials 
is impressive. 

Professor Bachman has also drawn, exten- 
sively from his own previously published ma- 
terials and in addition has written new ma- 
terial for most of the sections into which he has 
divided his subject. His own contribution is 
important in providing integrating materials 


322 


and in preserving some semblance of unity and 
coherence. 

The topic has been divided into five major 
sections: Prices and price behavior; General 
practices and policies; Federal regulation of 
prices and business practices; Pricing in specific 
areas—goods and services; Government price fix- 
ing. Each of the major headings has been fur- 
ther divided into minor subdivisions making a 
total of twenty minor divisions within each of 
which there are numerous extracts from the 
above mentioned variety of sources. 

The stated purpose of the book is “. . . to 
make available the materials which would be 
most helpful to the businessman in pricing his 
products and to the student in understanding 
the practical problems of price making.” It is 
doubtful that either of these ambitious purposes 
has been fully realized. The somewhat discon- 
nected development of the central train of 
thought, inevitable when bringing together pre- 
viously published materials and presenting them 
as extracts, makes the book somewhat less help- 
ful to the businessman in dealing with the im- 
mediately practical problems of pricing. Simi- 
larly the student may have difficulty in un- 
derstanding pricing practices because of the 
number and heterogeneity of the materials here 
supplied him. 
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Despite the fact that the purposes are not fully 
attained the book should be helpful to both 
groups to which it is directed. The businessman, 
when dealing with pricing questions, should 
find it helpful in developing some grasp of the 
issues before him. Certainly without extensive 
research, which he would not be likely to under- 
take, he could not obtain such a breadth of ma- 
terials drawn from such a variety of sources. 
Also the student will find the book makes avail- 
able to him, in convenient form, a wealth of 
pricing materials which he could otherwise tap 
only after much laborious library searching. The 
teacher who is anxious to introduce his students 
to some of the basic materials on pricing should 
find this book extremely useful as a reference 
source. It will be especially useful in graduate 
courses and in advanced undergraduate work. 

The field of pricing is extremely complex and 
theory is far removed from practice. Simplifica- 
tion can quickly become inaccuracy; generaliza- 
tion is especially dangerous. The variety of selec- 
tions and the different viewpoints represented by 
the extracts presented fully reveal the complex- 
ity of the subject and caution against the errors 
of oversimplification or hasty generalization. 
The diversity of topics treated most convinc- 
ingly demonstrate the many facets and complex- 
ities of the problem of price policy and also 
reveal the diversity of price practices. In the 
interest of realism these are virtues. The fact 
that they are attained prevents the simple or or- 
derly development of the subject matter of this 
volume. 

H. W. Hugcy 
University of Illinois 


Ricu’s or ATLANTA, by Henry G. Baker. (At- 
lanta: University of Georgia, 1953. Pp. 441. 
$7.50.) 

- Rich’s of Atlanta is the story of the men who 
founded and developed one of today’s outstand- 
ing retail institutions, one of the leading de- 
partment stores in the South, Rich’s. The story 
unfolds through the media of many quotations 
from stories, editorials, and advertisements taken 
from the Atlanta Constitution and later the At- 
lanta Journal. The book was written for Rich’s 
but gives a case history of the development and 
progress of a department store to students of 
retailing. 

The reader is likely to be misled as to the type 
of store since a considerable portion of the 
contents is derived from newspaper material of 
the promotional type as used by Rich’s. The 


reader must keep this in mind lest he formulate 
the idea that Rich’s is strictly a promotional 
type store. The book is a typical success story. 

The Reich brothers emigrated to the United 
States from Hungary and worked in retail stores 
and as peddlers and salesmen in the Ohio area. 
By the end of the Civil War they had moved 
south of the Mason-Dixon Line and ‘settled in 
Georgia. In 1867 Morris Rich (Americanized 
spelling) opened his store in Atlanta. In 1877 he 
took his brother, Emanuel, into a partnership - 
known as M. Rich & Brother. Honesty, industry, 
and character constituted Morris Rich’s founda- 
tion for a successful retail enterprise. 

In 1884 Daniel Rich, another brother, was ad- 
mitted as a partner and the firm name became 
M. Rich and Brothers. As Atlanta grew so did 
the Rich store. Store expansion was possible be- 
cause of a “one price—satisfied customer” policy 
and Morris Rich and his brothers were shrewd 
buyers. By 1888 the store was greatly expanded 
and a grand opening was staged on January 5. 
The brothers did all the buying and took turns 
going to the various markets in the United States 
and Europe. 

One of the brothers, Emanuel, died in 1897. 
This change in partners caused the firm to incor- 
porate in 1901 as M. Rich and Brothers Com- 
pany. In 1907 the firm moved into a new build- 
ing in the heart of the shopping area. Also Rich's 
issued a catalogue to serve customers unable to 
travel to the store and in 1903, began empha- 
sizing private brand merchandise. The new store 
featured an employees’ restaurant and restrooms. 
In 1914, a profit-sharing plan for salespeople— 
a bonus on sales—was inaugurated. Also the store 
closed at 1:00 p.m. on Saturdays during the sum- 
mer to give the employees a half holiday. Rich's 
was the first store in the south to inaugurate 
such employee benefits. 

Credit became an important sales factor by 
1918 and installment selling was added in the 
early twenties. By 1924 Rich’s advertised furni- 
ture for sale with 10 percent down and the bal- 
ance in nine equal monthly installments with- 
out extra charges. 

After 77 years of operation the store had 
grown to about six million dollars annual vol- 
ume. In 1924 Morris Rich opened his new store 
located away from the developed retail shopping 
center at Alabama and Broad Streets. This lo- 
cation was only one block west and one block 
north of the old location but competitors were 
moving east and south. The new store was to 
have every department to be found in such 
stores as Macy’s, Wanamakers, etc. 
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Davison-Paxon-Stokes affiliated with R. H. 
Macy & Company of New York in 1925, thereby 
creating the strongest competitor for Rich’s. The 
same year Sears Roebuck & Company opened a 
store in Atlanta. 

Morris Rich, the founder and guiding per- 
sonality of the store, died in 1928 at the age of 
81. He was the South’s leading merchant of his 
time. The foundations were well laid and com- 
petent personnel were in key positions to carry 
on. The store continued its progress. 

By 1942, sales had risen to over 13 million 
dollars per year and a new store for men was 
added. Sales rose to over 42 million dollars per 
year in 1947 and to over 50 million for 1953. 

In a period of 86 years, Rich’s, Incorporated 
grew from a sole ownership store through a 
partnership to a corporation with annual sales 
of over 50 million dollars. During this time the 
City of Atlanta grew from approximately 18,000 
in 1865 to over 630,000 in greater Atlanta in 
1950. The store grew and prospered as did the 
city in which it was located. To accomplish this 
growth the management of Rich’s led the South 
in applying sound retailing techniques as they 
were developed in the leading department stores 
of the time. Such policies as one price, sound 
merchandising, satisfied customers, merchandis- 
ing through services, credit, extensive promo- 
tions, satisfied employees, mail order, and com- 
fortable pleasant surroundings in which to shop 
constituted the framework upon which Rich’s 
progress was founded. Attending to business 
only did not accomplish such progress, the 
founders were community and civic minded and 
assumed leadership in many community projects 
and charitable undertakings. Civic mindedness 
continues to be a part of Rich’s today. 

Cooperation was not limited to civic and char- 
itable undertakings. Rich’s joined the Associated 
Merchandising Corporation to obtain the ad- 
vantage of cooperative buying and exchange of 
operating information. Such progress can be ac- 
complished only by management that is always 
alert and aggressive—management that is for- 
ward looking and planning the future not only 
in regard to merchandise but buildings, equip- 
ment, new methods, and new ideas. Rich’s man- 
agement incorporated all these characteristics 
from its origin to the present time. 

The success of Rich’s is indeed a tribute to 
the courage, vision, and ability of three immi- 
grant brothers as well as another proof of the op- 
portunities afforded by a free enterprise econ- 
omy. The story is well worth reading in times like 


these when the free enterprise system is being 
questioned by so many. If the reader will skip 
lightly over the many quotes, the reading time 
can be quite reasonable in relation to the bene- 
fits derived therefrom. 

It is a good library book for reference reading 
and provides an interesting portrayal of the his- 
torical development and dynamic nature of the 
field of retailing. The book is a rather convinc- 
ing proof that there is no magic to successful 
retailing but rather a lot of hard work for long 
hours plus sound retailing practices. 


E. A. BRAND 
KENNETH WILSON 
Michigan State College 


STUDIES IN ECONOMETRIC METHOD—Cow Les Com- 
MISSION FOR RESEARCH IN EcoNomMIcs MONo- 
GRAPH No. 14, edited by W. C. Hood and T. C. 
Koopmans. (New York: John Wiley & Sons, 
Inc., 1953. Pp. 323. $5.50.) 

Except for Chapter 1 which is a logically de- 
veloped description of econometrics and its uses 
and problems, this is a technical work reporting 
results of recent research on econometric model 
construction. Five of the ten chapters deal with 
maximum-likelihood estimation, the other four 
with problems of specification and identifica- 


tion. 
EuGENE C. POMERANCE 


Foote, Cone & Belding 


SHARES OF UPPER GROUPS IN INCOME AND SAv- 
inGSs, by Simon Kuznets, assisted by Elizabeth 
Jenks. (New York: National Bureau of Eco- 
nomic Research, Inc., 1953. Pp. 725. $9.00.) 


Almost a decade ago, Wesley C. Mitchell, 
founder of the National Bureau of Economic 
Research wrote: 


No method of inquiry into most economic prob- 
lems other than speculative reasoning from as- 
sumptions of uncertain factual validity was fea- 
sible so long as observations of what occurred 


_ were scanty and the methods of using such ob- 


servations as could be had were crude. But in 
the course of their expansion, the money econ- 
omies reached a stage where businessmen, in- 
vestors, and officials needed economic informa- 
tion more extensive than their predecessors had. 
. . » Nowadays we can begin laying the founda- 
tion for a type of economics that will have a 
demonstrable relation to the actual conditions 
with which men have to deal, because it can be 
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based upon an analytic study of actual be- 
havior.’ 


With Mitchell’s criterion for what is produc- 
tive economic information in mind, we find an 
ideal example in Simon Kuznet’s latest contribu- 
tion. This study reveals two factors of consider- 
able importance for modern productive research: 
(1) that a factual basis is required for necessary 
understanding for intelligent policy making; 
and (2) that no major study can be undertaken 
except by an organized research group. Started 
in 1941, and the work of many participants in 
the National Bureau of Economic Research, this 
latest publication gives new insights into the 
factors underlying what Keynes called the “con- 
sumption function”, and that kind of money 
which he designated as M,, namely money used 
for investment purposes. This book also reveals 
some of the implications of the rise in the share 
of relative wealth of the lower 95 per cent in- 
come group, and the fall in the share of rela- 
tive wealth of the upper 1 per cent and 5 per 
cent. 

Most interesting and significant is the revela- 
tion of sources of income for the “top” groups: 
What part dividends? What part entrepreneurial 
income? What part wages and salaries? It an- 
swers such questions as Where do the “top” live 
regionally? and by city-size? What kinds of busi- 
nesses do they work in? How important was the 
progressive income tax in pulling them down? 
Was not the pre-tax income also shrinking? How 
much do you have to earn to be in the top- 
brackets? How much above the national aver- 
age for a family of three are the “top” income 
groups? 

Some answers to these questions are sufficiently 
provocative to tempt a thorough examination 
of the study. For example: in 1939, the top 1 
per cent average for a family of three was 12 
times that of the average family of three; whereas 


‘in 1948, it was only eight times. The top 5 per 


cent’s relative share of total income is highest 
(even though the actual amount contracts) when 
the other 95 per cent are suffering; or expressed 
positively: as the share of the national income 
of the majority (95 per cent) rises, that share of 
the national income going to the top 5 per cent 
shrinks. That has been happening. But since 


* Wesley C. Mitchell, “The Role of Money in Eco- 
nomic History,” an essay in Enterprise and Secular 
Change, edited by Frederic C. Lane and Lelle C. Rie- 
mersma. (Homewood: Richard D. Irwin, Inc., 1953) 
p- 204. Reprinted by special permission from the 
Journal of Economic History, Vol. IV, Supplement 
(1944), pp. 61-67. 


this top group does most of the savings (more 
than 50 per cent of total savings), it is also the 
source for most funds for equity and venture 
capital (Keynes’ Mz). Hence, in a recession or 
depression, this group may accelerate a decline 
by contracting their investments. 

Although depressions hit the lower 95 per cent 
hard and make the upper five per cent relatively 
well-off, actually the upper 5 per cent tend to 
maintain their “standards” of living and reduce 
their savings and also their investments. This 
reveals that the character of their savings is 
peculiarly different from that of the lower 95 
per cent: the top 5 per cent get two-thirds of all 
dividends, and the lower group leans towards 
interest-bearing assets and investment in their 
own enterprises. Again, in terms of Keynes’ “in- 
vestment function,” the rich—in a pinch—make 
no daring efforts to keep the poor from getting 
poorer, and as Keynes wrote, “stop building 
factories that would make it profitable to keep 
existing factories going.” 

For marketing people, it is particularly signif- 
icant that a $19-billion increase for the lower 
95 per cent creates a consumer boom, but it does 
not diminish the instability of consumer spend- 
ing. It is still impossible to conclude how in- 
come distribution affects the business cycle. In 
this matter, it would be well to read Frederick 
C. Mills’ study of “The Role of Productivity and 
Economic Growth,” which, looking at the first 
five decades of the twentieth century, shows that 
“with reference to 1891-1900 as a base, . . . the 
74 per cent of disposable resources were used to 
raise consumption levels, 14 per cent for defense, 
12 per cent for net capital formation.” Also, as a 
forerunner of Kuznet’s study, one should note 
that of Geoffrey H. Moore, “Secular Changes in 
the Distribution of Income”, in which it is re- 
vealed that “the share of the top 1 per cent in in- 
come before taxes . . . declined from 14.7 to 
8.4 per cent.” Looking at it another way, the 
relative rate of income increase of the indicated 
income groups shows that, before taxes, the top 1 
per cent increased 21 per cent, the 2nd to 7th 
percentage band increased 62 per cent, and the 
lower 93 per cent increased 143 per cent, with an 
overall increase for the total population of 112 


* Frederick C. Mills: “Productivity and Economic 
Growth,” p. 8, a revision of a paper appearing in 
the Proceedings of the American Economic Associa- 
tion, Spring, 1952, for the Executive Program in 
Business Administration at Arden House, Harriman 
Campus, Columbia University. 

*American Economic Review, Vol. XLII, No. 2 


(May 1952), p. 
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per cent. Of course, the change is even greater 
after taxes. But for marketing, and particularly 
for mass-marketing of consumer goods, the ma- 
jority of the people have had a spectacular rise 
from their low relative share of the nation’s 
income. 

In the space available for a review it is possible 
only to hint at some of the significances of the 
substantive information. It is perhaps of even 
more importance to indicate the difficulties of 
methodology employed in arriving at figures on 
which to base such evaluations. Limited to in- 
come tax returns reported by groups, Kuznets 
and his staff developed terms such as “economic 
income variant”, “basic variant”, “disposable 
income variant” to denote particular distinctions 
of meaningful precision. It is vitally necessary 
to grasp the distinctions of such terms before 
assaying a study of the statistical findings, for 
the findings are reported in all of these terms. 
Since space does not permit quoting these defini- 
tions, the reader is urged to read the “Introduc- 
tion and Summary” before glancing at any tables 
in the book. 

This study is not for casual reading, nor is 
it susceptible to easy quotation. That is good, 
for its implications if carelessly quoted could 
lead to demagogic misinterpretation. The author 
has scrupulously avoided this danger by ex- 
tremely careful qualifications and statements of 
limitations owing to the source of the informa- 
tion being income group classes as reported by 
government (rather than individual income tax 
returns) and subject to much adjusting accord- 
ing to the most well-reasoned of hypotheses. In 
short, this is a statistical study and, as such, can 
speak with precision only in terms of sharply 
defined classes which constitute the populations 
under study. This invites all the difficulties and 
dangers of definition, and at the same time in- 
spires the profoundest respect for those minds 
who dare to come to grips with the hydra-headed 
monster known as “income”. 

The author has not been unmindful of the 
sociological factors which have brought about 
the shifts in income and its composition. But out 
of reverence to the underlying philosophy of 
Wesley C. Mitchell, the truly great economic 
historian, we find this apologia: 


“But conjectures alone are possible, and the 
discussion in the report is limited to a statement 
of facts. The exploration of causes would entail 
close study of the complete size distribution of 


income and transcends the practical limits of 
this enquiry.”* 


Obviously the study cannot be limited to a 
statement of facts but, on the contrary, reveals 
throughout the truly remarkable conceptual 
framework of ideas of the author which has de- 
termined the form in which such facts are 
collated and made meaningful. With sincere 
modesty, the author indicates that this is but 
the beginning of a series of studies yet to be 
made. But this book of itself is indeed a re- 
markable beginning and may prove to be of 
great significance as a foundation for the making 
of national policy by its timeliness. 


Epwarp M. BARNET 
Columbia University 


RETAIL MANAGEMENT PROBLEMS OF SMALL AND 
MEpiIuM SizE Stores, by C. H. McGregor. 
(Homewood: Richard D. Irwin, Inc., 1953. 
Pp. 231. $3.50.) . 
The stated purpose of this collection of cases 

and problems is to provide satisfactory materials 

for the analysis, by students, of problems con- 
fronting the managements of “smaller” stores. 

The author explicitly, and wisely, refrains from 

setting sales volume limits to his definition of 

smaller-scale establishments, preferring to define 
them as stores characteristically having 1) close 

relationship of ownership and management, 2) 

close personal relationship between manage- 

ment, employees, and customers, 3) lack of 
specialized staff for the performance of the 
numerous and diversified store functions, and 

4) close integration of the store with the local 

community. 

The cases are divided into ten sections with 
eighty-two cases and exercises as follows: Retail 
Fundamentals (five cases); Store Location (four 
cases); Merchandise Policies and Buying (eleven 
cases and a series of exercises); Stock Planning 
and Control (eight cases); Price Policies and 
Pricing Practices (nine cases and a series of exer- 


cises); Sales Promotion (ten cases and a series of 


personal selling situations); Customer Services 
(six cases and a series of exercises); Personnel 
Management (eight cases); Accounting and 
Finance (nine cases); and General Management 
(eight cases). There are also selected references 
to the leading retailing principles textbooks. A 
teacher’s manual is available. 

Each of the ten groups of cases is preceded 


*P. xxxviii, Introduction and Summary. 
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by a short introduction. These introductions are 
not intended to provide information or data 
with which to solve the cases, but rather to orient 
the student to the problems he is about to 
analyze. This reviewer feels the value of the 
introductions might have been increased by in- 
cluding the textbook reference referred to pre- 
viously. This suggestion is based on the assump- 
tion that the student would thus be more 
inclined to refresh his memory on the basic prin- 
ciples involved. This point, however, loses some 
of its validity if, as the author suggests, the book 
is used as a supplement to a regular text. 

The cases themselves are all quite short, the 
presentation of the problem usually requiring 
not more than three or four pages. This is not 
to imply that the analysis and solutions are 
necessarily short. Rather, as with almost all 
business management cases, the instructor can 
make of them what he will. Regardless of length, 
the cases combine into a well-rounded presenta- 
tion of most of the major problems faced by the 
smaller retailer. In fact, there is no reason why 
many of the cases need be restricted in their 
interpretation and application by the instructor 
to the “smaller” retailer. It is the reviewer's 
opinion that most of the cases can be exttemely 
useful even in courses where the emphasis is not 
on small-scale operations. 

The preface states that “the book is designed 
for the college student, for retail employees who 
hope to prepare themselves for managerial posi- 
tions or as store owners, and for others who 
desire an understanding of the managements of 
smaller-size retail establishments.” Attention is 
also called to its usefulness in small-business 
courses. In all this the reviewer heartily concurs. 
The book should be welcomed particularly by 
college-level teachers who have long needed a 
collection of factual, up-to-date cases and prob- 
lems covering the several phases of retail man- 
agement. 

J. D. BurrerworTH 
Indiana University 


BRIEFLY NOTED 


INTERNATIONAL TRADE Statistics, Edited by 
R.G. D. Allen and J. Edward Ely. (New York: 
John Wiley & Sons, Inc., 1953. Pp. 448. $7.50.) 
Marketing men concerned with foreign 

markets will find this volume an excellent ap- 

praisal of the statistics of the trading countries 
of the world. It is the product of a distinguished 
group of authorities. Part I examines the basic 
characteristics of international trade statistics, 


such as, coverage, commodity and country classi- 
fication and exchange conversion. Part II in- 
dicates some of the applications of the statistics 
in the derivation of other data for economic 
analysis. In Part III there are separate chapters 
on the trade statistics of the United States and 
the leading trading countries and areas of the 
world. 


FARM POLICIES OF THE UNITED STATES, i790 
1950: A Stupy OF THEIR ORIGINS AND DE- 
VELOPMENT, by Murray R. Benedict. (New 
York: Twentieth Century Fund, 1953. Pp. 
548. $5.00.) 

“The world of the future is far more likely 
to be concerned over shortages than over sur- 
pluses. In the United States, population has 
doubled since 1900 and still is growing rapidly. 
New lands brought into production will be at 
increasing cost and of lower productivity,” ac- 
cording to Dr. Benedict who believes that such 
factors point to an increasingly strong demand 
for the produce of American farms. In view of 
this situation the author says: “It would seem 
to be unrealistic to expect a situation of almost 
chronic depression in agriculture and a need for 
virtually continuous governmental intervention 
in its behalf.” The fear of crop surpluses and 
poor markets, essentially the depression psy- 
chology that lies behind much of our farm pro- 
gram, is not justified by today’s conditions. The 
author finds farmers as a whole enjoying high 
prosperity and thinks that the long-run outlook 
for the future is favorable. 

Significant shifts among farmers away from 
traditional attitudes were found by Dr. Benedict: 


1. Farmers of the present generation are more 
willing than their forebears to accept the idea 
of lowering tariffs. 

2. Farmers now more than ever before recognize 
that farm prosperity is clearly linked to the 
general prosperity. 

3. Farmers are increasingly willing to adopt for 
their own uses some of the forms and practices 
of big business which they have traditionally 
opposed, Specifically, from a position of vigor- 
ous opposition to monopolies there has been 
a shift toward the use of monopoly techniques 
by farmers in their own activities. 


But these changing attitudes may not reflect 
themselves immediately in changes in farm 
policies, for as Dr. Benedict points out “farm 
policies do not emerge and become settled 
quickly. Our basic land policy took shape over 
a period of more than a half century. . . .” 


4 
yf F 
a 4 
q 
e 
e 
it 
»f 
3. 
ls | 
l- 
5. 
n 
e 3 
e 
| 
yf | 
2 
d 
il 
, 
h if 
1 
n 
d 4 
if 
i 


328 


THE JOURNAL OF MARKETING 


A choice between more self-reliance in a free 
market or continued emphasis on government 
aid must be made by farm people in America. 


DELIvERY CosTS—THEIR MEASUREMENT AND 
CoMPARISON FOR DEPARTMENT AND SPECIALTY 
Stores, by Bishop Brown and others. (Pitts- 
burgh: University of Pittsburgh Press, 1953. 
Pp. 55- $2.00.) 

Retailers who have tried to measure their de- 
livery cost against a standard will be interested 
in this manual which attempts to set up a stand- 
ard method of measuring delivery volume, as 
well as a uniform system of accounting for de- 
livery expenses. An illustrative case, based upon 
facts obtained from a major department store, is 
presented so that retailers may develop their 
own measurements in accordance with this sys- 
tem. 


TRAFFIC MANAGEMENT IN INDusTRY, by Leslie A. 
Bryan. (New York: The Dryden Press, 1953. 
Pp. 452. $5.50.) 

The great importance of traffic management 
to profitable marketing strongly indicates the 
need for marketing men to be acquainted with 
the subject, if simply as background informa- 
tion. Yet there is a tendency for marketing peo- 
ple to neglect this, as well as other aspects of 
physical distribution. 

Bryan’s volume, “designed primarily for stu- 
dent use,” presents a clear treatment of traffic 
management and should be helpful to those in- 
terested in learning more about the subject. An 
extensive glossary is included. 


OPERATING RESULTS OF LIMITED PRICE VARIETY 
CHAINS IN 1952, by E. Raymond Carey. (Bos- 
ton: Graduate School of Business Administra- 
tion, Harvard University, 1953. Pp. 30. $2.00.) 


This is the twenty-second consecutive report 
of the Harvard Bureau of Business Research on 
the sales, margins, expenses, and profits of lim- 
ited price variety store chains. The major fea- 


tures of the report are the same as previous years © 


except for a new segregation of results for the 
soda fountain, luncheonette, and restaurant 
business. 

The study covered forty-four companies op- 
erating 6,120 stores doing approximately go 
percent of this type of business in the United 
States. Based upon results from firms submitting 
data in both 1951 and 1952 the changes observed 
were: 


1. A net sales gain of 3.65 percent. 

2. New stores played an important part in caus- 
ing an increase in net sales in 1952. 

3- Average sales of all stores increased 2.7 per- 
cent. 

4. Dollar gross margin increased 3.54 percent; 
however, a slight decline in the gross margin 
percentage resulted from higher markdowns 
and shortages and transportation charges. 

5. Net gain before income taxes fell 6 percent, 
primarily because of increased costs—the most 
important of which was payroll. “. . . It 
seems probable that variety chains were ex- 
panding employment and may be paying 
higher wages to obtain additional personnel.” 

6. Net gain after income taxes fell 6 percent; 
net gain before income taxes fell almost 6 
percent. 


BIBLIOGRAPHY ON INCOME AND WEALTH, Volume 
II, 1948-1949, by Phylis Dean. (Cambridge, 
England: Bowes and Bowes, 1953. Pp. 9g. 
37s.6d. net.) 


Students of income and wealth will find this 
annotated bibliography of great value. It is a 
scholarly piece of work based upon reports sub- 
mitted from national income authorities in 
thirty-six countries. The current volume extends 
the work of Volume I, which covered the years 
1937-47, and which was reviewed in the October, 
1952 issue of the JOURNAL OF MARKETING. 


STATEMENT REQUIRED BY THE ACT OF AUGUST 24, 

1912, AS AMENDED BY THE ACTS OF MARCH 3, 1933, 

AND JULY 2, 1946 (Title 39, United States Code, Section 

233) SHOWING THE OWNERSHIP, MANAGEMENT, AND 
CIRCULATION OF 


THE JOURNAL OF MARKETING, published Quarterly at 
Brattleboro, Vermont, for October, 1954. al 


1. The names and addresses of the publisher, editor, manag- 
ing editor, and business managers are: Publisher, American 
Marketing Association, 1525 East 58rd St., Chicago, Ill. ; Edi- 
tor, Albert W. Frey, Dartmouth College, Hanover, New Hamp- 
shire; Managing editor, Lincoln Clark, New York University, 
90 Trinity Pl., New York; Business manager, Thomas J. Mc- 
Gann, Iona College, New Rochelle, New York. 

2. The owner is: American Marketing Association, 1525 
East 53rd Street, Chicago 15, Illinois. 

8. The known bondholders, mortgagees, and other security 
holders owning or holding 1 percent or more of total amount 
of bonds, mortgages, or other securities are: None. 

4. Paragraphs 2 and 8 include, in cases where the stock- 
holder or security holder appears upon the books of the com- 
pany as trustee or in any other fiduciary relation, the name of 
the person or corporation for whom such trustee is acting ; also 
the statements in the two paragraphs show the affiant’s full 
knowledge and belief as to the circumstances and conditions 
under which stockholders and security holders who do not ap- 
pear upon the books of the company as trustees, hold stock and 
securities in a capacity other than that of a bona fide owner. 

THOMAS J. McGANN, Business Manager 
THE JOURNAL OF MARKETING 
Sworn to and subscribed before me this 25th day of Sep- 
tember, 19538. 
[sau] 
H. PETER GREISEN (Notary Public) 
(My commission expires March 30, 1955.) 
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IRA D. ANDERSON 
Editor 


AMA Gets Executive Director 


Neil H. Borden, President, announced the ap- 
pointment of William C. Gordon, Jr. as full-time 
Executive Director of the American Marketing As- 
sociation. The appointment was effective October 1, 
1953- 

oor. Gordon was previously senior associate of a 
New York management and consultant firm and 
had been Assistant to the Director of Research and 
Market Analysis of the Curtis Publishing Company. 
During the war he was Assistant Chief of the Gen- 
eral Statistics Staff, War Production Board. 

Mr. Gordon, 48 years old, is a Master of Business 


Administration graduate from the Harvard School of 
Business. 


Minutes of the Business Meeting at the 
Montreal AMA Conference, Friday, 
June 12, 1953 


The business meeting was called to order shortly 
after 3:00 p.m. by President Gordon Hughes. 

Secretary Ira D. Anderson reported on the mem- 
bership of the Association, both individual and 
company, the status of the chapters, the student 
marketing clubs, and the publications other than 
the Journal of Marketing. The report was approved 
as given. 

Treasurer Charles W. Smith reported on the 
financial results of the Association for the past 11 
months, the accomplishments of the past year, and 
the projects planned for next year. The report was 
approved as given. 

President Hughes reported on the Board of Di- 
rectors’ action with respect to the Executive Direc- 
tor. He commented on the importance of the action 


‘to the future development of the AMA and indi- 


cated briefly the procedure to be followed in select- 
ing the man. 

Treasurer Smith reported on the budget, and it 
was approved as given. In connection with the 
budget discussion, Mr. Edward R. Hawkins asked 
whether or not the committee expense part of the 
budget included some allowance for Student Market- 
ing Clubs. Mr. Smith replied that $500.00 had 
been allowed last year. and not spent and that he 
felt there was sufficient money in the committee 
expense estimates to cover any likely costs in con- 
nection with the Student Marketing Clubs. Mr. 
Hawkins asked if it was the intent to continue the 
Student Marketing Club Newsletter and the answer 
was “yes.” 


Secretary Anderson read three resolutions of 
appreciation to the Montreal Conference Committee, 
the Montreal Chapter, and the Sheraton-Mount 
Royal Hotel. The resolutions were approved. 

Mr. Thomas J. McGann, Business Manager of the 
Journal of Marketing reported on the opcrations of 
the Journal, covering the receipts and expenses, ex- 
planation of the new committee organization, and 
the new cover. Mr. Donald Hobart asked for a 
statement of the financial condition of the Journal, 
and Mr. McGann summarized it briefly. 

Mr. Hawkins indicated from the floor that he 
felt there should be a report on the editorial situa- 
tion of the Journal, and Mr. Hughes asked him to 
make that report. A major point stressed by Mr. 
Hawkins was that 50% of the articles in the Journal 
in the past year came from businessmen, which he 
said was a much larger share than is normally 
thought to be true by the membership. He said the 
editorial group would be very happy to have even 
a larger number of articles from the businessmen in 
the Association. The reports of Mr. McGann and 
Mr. Hawkins were approved. 

President Hughes commented on the excellent 
cooperation among the members of the Journal 
Committee. In reply to a request from Mr. Hughes, 
Mr. McGann explained the new rates for the Journal. 
Mr. Hughes commented on the excellent help 
given without charge in the designing of the new 
cover for the Journal by Lippincott & Argyle, and 
Mr. Smith suggested that they should receive a vote 
of thanks. This recommendation was approved, and 
the Secretary was instructed to write a letter of 
thanks to Mr. Charles Lippincott. 

President Hughes reported on the National Ad- 
visory Committee on Conferences. He mentioned 
the decision regarding the Pittsburgh Conference 
and the plan for four national conferences in three 
years; that is, one in the summer of each year and a 
winter conference once in three years. Mr. Hobart 
stressed the importance of working out conference 
dates that would not conflict with other groups. 

President Hughes exp'ained the proposed changes 
in the Constitution and By-laws and indicated that 
these changes would be mailed shortly to the mem- 
bership for a vote. He also mentioned that a study 
group was to be appointed to review the entire 
Constitution and By-laws to see what further 
changes might be desirable. 

President Hughes then commented briefly on 
some of the committee operations of the past year. 
He commented particularly. on the excellent job 
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done by Mr. Hubbard on the Membership Com- 
mittee, and by Mr. Fernald on the Company Mem- 
bership Committee and on the accomplishments of 
the Agricultural Marketing Committee under Mr. 
Howard Stier. He mentioned that a good job had 
been done by Mr. Paul Pohle on Personnel Place- 
ment. He spoke briefly of the reorganization of the 
Publications Committee by and under the future 
direction of Mr. Edward R. Hawkins and indicated 
the broadened objectives of the Committee. He 
discussed the difficulties of the Student Marketing 
Clubs and reported that a study was to be made of a 
program for the clubs and of ways of implementing 
that program. 

The meeting was then opened for general discus- 
sion. Mr. Wroe Alderson discussed the problem of 
division of interests in the Association as between 
businessmen and teachers. He suggested that it had 
now become desirable for us to think in terms of 
three major interests within the AMA; management, 
research and teaching. He thought the whole pro- 
gram of future activities would be “firmed up” if 
we would think in terms of these three major in- 
terests and that the result would be to make the 
AMA more attractive to both teachers and people in 
the management level of their companies. President 
Hughes expressed appreciation for these comments 
and stated that essentially this same point had been 
discussed at the Company Membership Advisory 
Committee meeting. Mr. Hawkins strongly sup- 
ported Mr. Alderson’s remarks and said that perhaps 
instead of worrying about the divisions within the 
Association, as we had apparently done in the past, 
we should definitely think in terms of group in- 
terests. He suggested, for example, that perhaps we 
were approaching the period in which we should 
have a publication for teachers and a publication 
for marketing research people. 

Dean Wistar Wood commented on the fact that 
Mr. Hughes had not mentioned Mr. Donald J. 
Megathlin’s report on the work of the Chapter 
Activities Committee. He indicated that he felt 
credit was due Mr. Megathlin for his work. In reply 
Mr. Hughes said he agreed with the opinion ex- 
pressed, and wanted it understood that his failure to 
mention the report was no reflection on the work 
of the Committee. He felt that, in the interest of 
keeping the business meeting as short as possible, 
mention should be made only of those reports re- 
quiring some action, or having some feature of 
special interest to the general membership. 

Mr. Hughes then turned the meeting over to 
Professor Borden. Mr. Borden expressed again his 
appreciation for what Mr. Hughes had done to brief 
him in the duties of his job since his election. He 
indicated that the hiring of an Executive Director 
should overcome many of the weaknesses in our or- 
ganization. At the same time he felt that there might 
be some dangers involved in hiring an Executive 
Director if it resulted in any diminution of the work 
of the members through reliance on the Executive 
Director to do the whole job. He indicated that he 


believes the job of the Executive Director is to get 
committees to be more active and more productive. 
He also indicated that the Executive Director should 
take some of the administrative load from the 
shoulders of the President. He said that his first 
job as president would be to concentrate on getting 
an Executive Director as instructed by the Board. He 
then made a request for both sympathy and active 
cooperation by all of the members of the Association. 


Washington Conference 
The 1953 Winter Conference was held in 
Washington, D. C., at the Mayflower Hotel 
December 27, 28 and 29. The full program will 
appear in the April issue of the Journal. Follow- 
ing is a list of the General Conference Com- 
mittee who handled the meeting: 


General Chairman: George B. Travis 
National Assn. of Food Chains 
726 Jackson Place, N. W. 
Floyd J. Hosking 
Corn Industries Research 

Foundation, Inc. 
1001 Connecticut Ave., N.W. 
Room 919 
Program Chairman: Charles H. Sevin 

1400 Van Buren Street, N. W. 


Vice General 
Chairman: 


Secretary: Marie B. Pfeiffer 
$701 Connecticut Ave., N. W. 
Apt. No. 205 
Arrangements: Raymond W. Hoecker 
Production & Marketing Adm. 
U. S. Dept. of Agriculture 
Publicity: Robert E. Harper 
Nat'l. Business Publications, 
Inc. 
1001-15th Street, N. W. 
Attendance & Watson Rogers 
Promotion: National Food Brokers Assn. 
527 Munsey Bldg. 
Registrar: Philip W. Clark 
1615 H Street, N. W. 
Reception & Vera M. Lundquist 


Social Activities: Nations Business 


1615 H Street, N. W. 

Allen D. Deason, Jr. 

: 1025 Connecticut Ave., N. W. 
Washington Source Cyrus S. Kauffman 


Exhibits: 


Material: 401 Otis Bldg. 
' 810 18th Street, N. W. 
Comptroller: C. Mery! Sullivan 
National Canners Assn. 
1133 20th Street, N. W. 
National Repre- Howard L. Stier 
sentative: National Canners Assn. 


1133 20th Street, N. W. 
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Where now, Columbus? 


The history of marketing is a history of change. 
Often, lightning swift. Always, relentless. With 
increasing insistence on strategies born of situa- 
tion, and less and less time for shaping those 
. strategies. 


: To give direction to sales navigation, to chart 
the course over new and changing seas, more and 
more top research directors rely on store audits 
by the nation’s largest—and fastest—tailor made 


Selling Research offers tailor store audit service. 
made store audits in any or all a ’ 
-of 139 American markets, 7 Within seven days of receipt of your order, Sell- 
Canadian—virtually every mar- ing Research blankets the country. Within ten 
: ket of 50,000 or more. days of completion of field work, Selling Re- 
' Grocery Jewelry search wraps up the answers. To meet, and beat, 
; ‘ Drug Hardware the critical changes 1954 will bring—on a single 
Variety Automotive 
' market test, or in a whole battery of cities— 
| Appliance Stationery oughtn’t you have the significant data, before the 
Confectionery data becomes dated? 
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JOURNAL OF THE 
AMERICAN STATISTICAL ASSOCIATION 


1108 16th St. N.W. Washington 6, D. C. DECEMBER 1953 VOL. 48 NO. 264 


Recent Advances in Finding Best Operating Conditions ..................00000- R. L, Anderson 
The Problem of Autocorrelation in Regression Analysis .................eeeeeee R. L, Anderson 
Percentage Points of the Incomplete Beta Function .............ccceeccecceecee Robert E. Clark 
Statistical Problems of the Kinsey Report ........ccccccccscccccccccccccce William G. Cochran, 


Frederick Mosteller, and John W. Tukey 
On A Probability Mechanism to Attain Economic Control of the Resultant Error of 


Response and the Bias of Nonresponse .............0cccceececeeceeeees W. Edwards Deming 
A Note on Regression When There Is Extraneous Information about One 

The Mathematical Basis of the Bean Method of Graphic Multiple Correlation ...... Richard J]. Foote 
A Hollerith Technique for the Solution of Normal Equations ...... M. J. R. Healy and G. V. Dyke 
Book Reviews 


THE AMERICAN STATISTICAL ASSOCIATION 
INVITES AS MEMBERS ALL PERSONS INTERESTED IN: 


1. Development of new theory and method 


2. Improvement of basic statistical data 
A S A 3. Application of statistical methods to practical prob- 
lems 


AMERICAN ECONOMIC REVIEW 


Contents 
Volume XLIII December, 1953 
Mathematical, or “Linear,” Programming Robert Dorfman 
Vertical Equilibrium—Quality Competition Lawrence Abbott | 
“Realism” in Policy Espousal Clarence Philbrook 
“Full Employment” 1955-1960 R. S. Weinberg 


Reviews of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $6.00. Address editorial com- 
munications to Dr. Bernard F. Haley, Editor, AMERICAN ECONOMIC REVIEW, Stanford Uni- 
versity, Room 220, Stanford, California; for information concerning other publications and activities 
of the Association, communicate with the Secretary-Treasurer, Dr. James Washington Bell, American 
Economic Association, Northwestern University, Evanston, Illinois. Send for information booklet. 
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A truly great book—Most widely used in its field 
INTRODUCTION TO BUSINESS 


2nd Edition—By Glos and Baker 


INTRODUCTION TO BUSINESS, Second Edition, offers you a carefully refined 
and thoroughly modern new book. 


INTRODUCTION TO BUSINESS is written in a dynamic and understandable 
style for the first course in business which will serve as a comprehensive foundation on 
which other courses can be built. This comprehensive foundation includes a close tie-up 
with specific business situations and current economic theory. 


The first edition of INTRODUCTION TO BUSINESS achieved and maintained 
a popular national leadership in its field. The new second edition is a still greater book 
that incorporates many constructive suggestions from satisfied users of the first edition. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 2 New Rochelle, N. Y. Chicago 5 San Francisco 3 Dallas 2 


Researcher ALFRED POLITZ Recommends Copywriter 
CLAUDE HOPKINS 


Claude Hopkins, whose creative copy made him one of the highest paid writers in advertising 
history, owed much of his success to his own copy research—which Alfred Politz rates as one 
of the most significant milestones in advertising research history. 


In “SCIENTIFIC ADVERTISING,” Hopkins summed up the basic principles of advertising 
techniques proved by his enormous experience with tested copy. The simple axioms he devel- 
oped 30 years ago are as true now as they were then—and twice as important. 


Long out of print, and a practically unobtainable collector's item, the book has now been re- 
issued so that everyone who plans, writes or pays for advertising may keep it on his desk for 
constant reference. 

Discount prices on orders: 5 to 9 copies, 10% off ... 10 to 24 copies, 

15% off . . . 24 to 49 copies, 20% off . . . 50 or more copies, 25% off. 


MAIL THE COUPON FOR YOUR COPIES TODAY 


Moore Publishing Co., Book Division, 48 West 38 St., New York 18, N. Y. 80 
SED ccvcccse COPIES “SCIENTIFIC ADVERTISING” @ $2.00 [] Check [] Money Order 
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ONE-SOURCE SERVICE 


to Save You Time, Trouble and Money 
on MARKETING RESEARCH TABULATIONS 


Here is an experienced 
organization that can serve 
you on any or all phases 

of marketing research 
tabulations...in an 
emergency, or for your regular 
requirements. 


You may need coding and editing 
Punching * Verification * Tabulating * Percentaging ° 
Preparation of Tables * Typing * Long experience in 
handling these assignments has given Statistical a thorough 
understanding of your requirements which is a PLUS you get 
along with speed, accuracy and economy. 


Remember, when you call on Statistical for marketing research 
tabulations, you don’t have to bother with hiring and training of 
personnel, or worry about equipment standing idle, 

overtime, failure to meet deadlines, etc. 

Whether you are next door or 2000 miles away, you can count on 


prompt, careful attention to your needs. Just phone or 
write our nearest office for full details. | 


Oldest ond largest independent 
tabvioting service 


STATISTICAL TABULATING COMPANY 


Established 1933...Michael R. Notaro, President — 


CHICAGO NEW YORK ST. LOUIS TABUL NG 
53 W. Jackson Blvd. 89 Broad St. 411 N. Tenth St. 
HArrison 7-4500 WHiteball 3-8383  CHestnut 5284 NG 
NEWARK CLEVELAND mine 
National-Newark Bldg. 1367 E. 6th St. ee ee 
MArket 3-7636 SUperior 1-810i 
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NEW— 


County Circulation Data Now Available On 
1.B.M. Tabulating Cards From Our Media 
Card Files— 


MAGAZINES 


County circulation totals recorded on cards for all types of circulation reports on the following: 


AMERICAN FAMILY FIELD & STREAM POPULAR MECHANICS 
AMERICAN HOME GLAMOUR PROGRESSIVE FARMER 


AMERICAN LEGION GOOD HOUSEKEEPING RED BOOK 

AMERICAN MAGAZINE HARPER’S BAZAAR SATURDAY EVENING POST 
ARGOSY HOLIDAY SEVENTEEN 

BETTER HOMES & GARDENS HOLLAND’S SPORTS AFIELD 

BETTER LIVING HOUSE & GARDEN SUCCESSFUL FARMING 
CAPPER’S FARMER HOUSE BEAUTIFUL SUNSET 

CHARM HOUSEHOLD TIME 

COLLIER’S LADIES’ HOME JOURNAL TODAY’S WOMAN 

CORONET LIFE TOWN & COUNTRY 
COSMOPOLITAN LOOK TRUE 

COUNTRY GENTLEMAN MADEMOISELLE TRUE CONFESSIONS 

DELL MODERN GROUP McCALL’S TRUE STORY 

EBONY MODERN ROMANCES TRUE STORY WOMEN’S GROUP 
ESQUIRE NATIONAL GEOGRAPHIC U.S. NEWS & WORLD REPORT 
EVERYWOMAN’S MAGAZINE NEWSWEEK VOGUE 

FAMILY CIRCLE NEW YORKER WESTERN FAMILY 

FARM & RANCH OUTDOOR LIFE WOMEN’S DAY 

FARM JOURNAL PARENTS’ WOMAN'S HOME COMPANION 


FAWCETT WOMEN’S GROUP PATHFINDER 


NEWSPAPERS 
A.M., P.M., and Sunday county circulation data recorded on cards from the latest A.B.C. audits. 


Special county report (neatly bound in 2 volumes) now available showing A.B.C. circulation in 
each county, % of family coverage (circulation divided by 1953 Sales Management Families in 
county) and audit date of each newspaper. 


FOR INFORMATION: 


LOS ANGELES CHICAGO NEW YORK 
731 Spring St. 109 N. Wabash 860 Broadway 
TR 9883 RA 6-8250 OR 3-9710 


MINNEAPOLIS ST LOUIS 
125 S. 3rd Street 217 N. 10th St. 
MA 8512 CE 6753 
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MARKETING: Text and Cases 


by 
J. THOMAS CANNON © and JACK A. WICHERT 
Marketing Associate, Cresap, McCor- Marketing Consultant, McKinsey and 
mick, and Paget; Formerly Chairman, Company; Formerly Chairman, Mar- ¢ 
Marketing Department, University of keting Department, University of 
Kansas Kansas 


620 pages many aclual business cased 


First in its field, this introductory marketing text is the 
only one which offers in an integrated whole a combina- 
tion of traditional marketing principles with actual busi- 
ness cases. The textual chapters contain all material 
usually found in a standard work. The business cases, 
6x9 authentic postwar problems, are taken from all types of 
business problems of small, medium, and large companies; 
problems of manufacturers, wholesalers, and retailers; and 
problems of both consumer and industrial goods. The 
variety gives the student a broad scope of understanding 
and the ability to cope with situations as they arise in 
today’s business. Some of the problems presented are not 
$6.00 solved, leading the student to refer to current marketing 1 
programs and reach an up-to-date solution. The pyramid J 
approach is utilized to give an orderly means of solution. i 


Send for a copy on approval -_ 
Send for | McGraw-Hill Book Company, Inc. | \ 
a copy 
on approval 330 West 42nd St. New York 36, N. Y: 
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